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Orig ina l Cos t Fa ir  Va lu e
Adj .
No . Des cription

Increase
(Decrease)

Increase
(Decrease)

B-1 Remove Cons truction Work in Progress $ (10,761,154) s (10,761,154)
B-2 Adjus t CWIP for P lant in Service by End of Tes t Year $ 442,255 $ 442,255
B-3 Plant in Service Addition Subject to Reimbursement $ (236,874) s (236,874)
B-4 Cash Working Capita l - Lead/Lag Study $ 197,541 $ 197,541
B-5 Accumula ted Deferred Income Taxes (161,555)$ $ (161,555)

Tota l of Sta ff Adjus tm ents S (10,519,787) (10,519,787)s
UNS Proposed Rate Base S 140,991,324 $ 177,802,341
Staff Proposed Rate Base s 130,471,537 $ 167,282,554

EXECUTIVE SUMMARY
UNS ELECTRIC, INC.

DOCKET NO. E-04204A-06-0783

My testimony addresses the following issues:
The Colnpany's proposed revenue requirement.
Adjustments to test year data
Rate base, including construction work in progress
Test year revenues (including number of customers and usage) and expenses.
Depreciation rates
The Company's requested modifications to the Purchased Power and Fuel Adjustment
Clause ("PPFAC") and Staffs recommendations for features to include in a new PPFAC
for UNS Electric
The Company's proposed ratemaking treatment for a new peaking unit, the Black Mountain
Generating Station ("Bl\/IGS")

•

•

•

•

•

•

My findings and recommendations for each of these areas are as follows :
The Company's proposed revenue requirement of a base rate increase of $8.5 million is
overstated. I recommend that UNS Electric be authorized a base rate increase of $3.802
million on adjusted fair value rate base.

•

The following adjustments to UNS Electric's proposed original cost and fair value rate base
should be made:

Summary of Staff Adjustments to Rate Base

The following adjustments  to UNS Elect r ic 's  proposed revenues ,  expenses  and net
operating income should be made (amounts shown are impact on net operating income):



Adj.
No. De s c rip tion

Increas e

(Decreas e )

C-1 Revenue Adjustment for CARES Discount $ 32,504

C-2 Remove Depreciation & Property Taxes for CWIP $ 423,374

C-3 Depreciation & Property Taxes for CWIP Found to be In-Service in the Test Year 39 (16,322)
C-4 Flee t Fue l Expens e $ 43,221

C-5 Postage Expense $ (10 ,747)

C-6 Normalize Injuries and Damages Expense $ 97,668

C~7 Incentive Compensation Expense s 27,017

C-8 Supplemental Executive Retirement Plant (SERP) Expense $ 51,274

C-9 S tock Bas ed Compens a tion Expens e $ 50,886

c -1 0 Property Ta x Expe ns e $ 36,686

c - 1 1 Rate  Cas e  Expens e $ 68,566

C -12 Edison Electric Institute Dues $ 5,201

C-13 Othe r Me mbe rs hip a nd Indus try As s oc ia tion Due s $ 3,980

C -14 Inte re s t S ync hroniza tion $ (181,343)

C-15 De pre c ia tion Ra te s  Corre c tion $ 38,748

C -16 Emergency Bill As s is tance  Expens e (12,280)$

c -1 7 Ma rkup Above  Cos t in  Cha rge s  from Affilia te ,  S ES $
Total of Staff's Adjustments to Net Operating Income s 658,432

Adjusted Net Operating Income per UNS Gas $ 8,742,011

Adjusted Net Operating Income per Staff $ 9,400,443

Summary of Staff Adjustments to Net Operating Income

The  ne w de pre cia tion ra te s  propos e d by UNS  Ele ctric pre s e nte d in Dr. White 's  dire ct
te s timony Atta chme nt REW-2 should be  a dopte d for use  in this  ca se , a s  corre cte d in the
response  to da ta  reques t STF 11.8. The  deprecia tion ra te s  proposed by UNS Electric were
ge ne ra lly de ve lope d in  a  ma nne r tha t is  cons is te n t with  the  Commis s ion 's  ru le s  for
deprecia tion ra tes .

Each of the  new deprecia tion ra te s  proposed by UNS Electric should be  clea rly broken out
be twe e n (1) a  s e rvice  life  ra te  a nd (2) a  ne t s a lva ge  ra te . By doing this , the  de pre cia tion
expense  re la ted to the  inclusion of es timated future  cost of removal in deprecia tion ra tes  can
be  tracked and accounted for by plant account.

The  ne w P P FAC propos e d by UNS  Ele ctric conta ins  obje ctiona ble  fe a ture s  s uch a s
automa tica lly adjus ting ra te s  without Commiss ion review and inclus ion of cos ts  tha t would
more  appropria te ly be  addressed in base  ra tes , as  well as  ra is ing other concerns, and should
the re fore  be  re jected. A new PPFAC for UNS Electric should be  deve loped a long the  line s
of the  AP S  P S A P la n of Adminis tra tion S ta ff propos e d for the  Arizona  P ublic S e rvice
Compa ny in Docke t Nos ., E-01345A-05-0816 e t a l, a fte r a ppropria te  a djus tme nts  to fit
UNS Ele ctric's  circums ta nce s . The  ne w PPFAC for UNS Ele ctric should be come  e ffe ctive
J une  l, 2008, upon e xpira tion of the  Compa ny's  a ll re quire me nts  powe r contra ct with
P WCC.

The  Bla ck Mounta in Ge ne ra tion S ta tion ("BMGS ") is  a  90 MW pe a king pla nt which is
be ing cons tructe d in Moha ve  County by a n a ffilia te , a nd which the  Compa ny prob e a ts  will
be  in se rvice  a round June  1, 2008 when the  PWCC PSA expires . The  in-se rvice  da te  for this



plant is  too fa r outs ide  of the  te s t yea r to qua lify for ba se  ra te  tre a tment in the  current UNS
Electric ra te  case . S ta ff be lieves  tha t a  more  reasonable  a lte rna tive  approach to address ing
the  ra te ma king a nd ca sh flow impa cts  of me e ting UNS Ele ctric's  powe r supply will ne e d to
be  de ve lope d. UNS  Ele ctric's  propose d ba se  ra te  tre a tme nt for BMGS  in the  curre nt ca se
should be  re je cte d for the  re a sons  de scribe d in my te s timony, including the  unce rta intie s
presently exis ting with re spect to this  plant.
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1 1 . INTRODUCTION

2 Q- Please state your name, position and business address.

3

4

Ralph C. Smith. I am a  Senior Regula tory Consultant a t Larkin & Associa tes , PLLC,

15728 Farmington Road, Livonia, Michigan 48154.

5

6 Q- Please describe Larkin & Associates.

7

8

9

10

11

12

Larkin & Associa tes  is  a  Certified Public Accounting and Regula tory Consulting firm.

The firm performs independent regulatory consulting primarily for public service/utility

commission s taffs  and consumer interest groups (public counsels , public advocates ,

consumer counsels, attorneys general, etc.). Larkin & Associates has extensive experience

in the  utility regula tory fie ld as  expert witnesses  in over 400 regula tory proceedings

including numerous telephone, water and sewer, gas, and electric matters.

13

14 Q- Mr. Smith, please summarize your educational background.

15

16

17

18

19

20

21

22

23

24

25

26

A.

A.

A. I re ce ive d a  Ba che lor of S cie nce  de gre e  in Bus ine s s  Adminis tra tion (Accounting Ma jor)

with dis tinction from the  Unive rs ity of Michiga n - De a rborn, in April 1979. I pa s s e d a ll

pa rts  of the  Ce rtifie d Public Accounta nt ("C.P .A.") e xa mina tion in my firs t s itting in 1979,

rece ived my CPA license  in 1981, and rece ived a  ce rtified financia l planning ce rtifica te  in

1983. I a lso ha ve  a  Ma s te r of S cie nce  in Ta xa tion from Wa lsh Colle ge , 1981, a nd a  la w

degree  (J .D.) cum laude  from Wayne  S ta te  Unive rs ity, 1986. In addition, Shave  a ttended

a  va rie ty of continuing educa tion courses  in conjunction with ma inta ining my accountancy

license . I. a m a  lice ns e d C.P .A. a nd a ttorne y in the  S ta te  of Michiga n. I a m a ls o  a

Ce rtifie d  Fina ncia l P la nne rTm profe s s iona l a nd a  Ce rtifie d  Ra te  of Re turn  Ana lys t

("CRR.A"). S ince  1981, I ha ve  be e n a  me mbe r of the  Michiga n Associa tion of Ce rtifie d

Public Accountants . I am a lso a  member of the  Michigan Bar Associa tion and the  Socie ty

of Utility a nd Re gula tory Fina ncia l Ana lys ts  ("S URFA"). I ha ve  a ls o be e n a  me mbe r of
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1 the  Ame rica n Ba r As s ocia tion (ABA), a nd the  ABA s e ctions  on P ublic Utility La w a nd

2 Ta xa tion.

3

4 Q- P le a s e  s umma rize  your p ro fe s s iona l e xpe rie nc e .

5

6

7

8

9

10

S ubs e que nt to gra dua tion firm the  Unive rs ity of Michiga n, a nd a fte r a  s hort pe riod of

in s ta llin g  a  c o mp u te riz e d  a c c o u n tin g  s ys te m fo r a  S o u th fie ld ,  Mic h ig a n  re a lty

ma na ge me nt firm, I a cce pte d a  pos ition a s  a n a uditor with the  pre de ce s sor CP A firm to

La rkin & As s ocia te s  in J uly 1979. Be fore  be coming involve d in utility re gula tion whe re

the  ma jo rity o f my time  fo r the  pa s t 27  ye a rs  ha s  be e n  s pe n t,  I pe rfo rme d  a ud it,

accounting, and tax work for a  wide  va rie ty of bus inesses  tha t were  clients  of the  firm.

11

12

13

14

During my s e rvice  in the  re gula tory s e ction of our firm, I ha ve  be e n involve d in ra te  ca s e s

a nd othe r re gula tory ma tte rs  conce rning nume rous  e le c tric , ga s , te le phone , wa te r, a nd

s e we r u tility compa nie s . My pre s e nt work cons is ts  prima rily of a na lyzing  ra te  ca s e and

15

16

re gula tory filings  of public  utility compa nie s  be fore  va rious  re gula tory commis s ions , a nd,

a n d  s c h e d u le s  re la t in g  to  th e  is s u e s  fo r

17

wh e re  a p p ro p ria te ,  p re p a rin g  te s tim o n y

pre s e nta tion be fore  the s e  re gula tory a ge ncie s .

18

19

20

21

22

23

24

25

26

A.

I ha ve  pe rfonne d work in the  fie ld of utility re gula tion on be ha lf of indus try, s ta te  a ttorne y

g e n e ra ls ,  c o n s u m e r g ro u p s ,  m u n ic ip a litie s ,  a n d  p u b lic  s e rv ic e  c o m m is s io n  s ta ffs

conce rning re gula tory ma tte rs  be fore  re gula tory a ge nc ie s  in  Ala ba ma , Ala s ka , Arizona ,

Arka ns a s , Ca lifornia , Conne c ticut, De la wa re , Florida , Ge orgia , Ha wa ii, India na , Illinois ,

Ke ntucky, Louis ia na , Ma ine , Mich iga ll,  Minne s o ta , Mis s is s ipp i,  Mis s ouri,  Ne w J e rs e y,

Ne w Me xic o ,  Ne w York, Ne va da ,  North  Da ko ta ,  Oh io ,  P e nns ylva n ia ,  S ou th  Ca ro lina ,

S outh Da kota , Te xa s , Uta h, Ve rmont, Wa s hington, Wa s hington D.C., a nd Ca na da  a s  we ll

a s  the  Fe de ra l Ene rgy Re gula tory Commis s ion a nd va rious  s ta te  a nd fe de ra l courts  of la w.
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1 Q-

2

Have you prepared an attachment summarizing your educational background and

regulatory experience?

3 Yes. Attachment RCS-1 provides  de ta ils  conce rning my experience  and qua lifica tions .

4

5 Q. On whos e  behalf a re  you appearing?

6

7

I a m a ppe a ring on be ha lf of the  Arizona  Corpora tion Commis s ion ("ACC" or

"Commission") Utilities  Divis ion Staff ("Staff").

8

9 Q- Have  you previous ly te s tified  be fore  the  Arizona  Corpora tion Commis s ion?

10

11

12

13

14

Ye s . I ha ve  te s tifie d be fore  the  Commis s ion pre vious ly on a  numbe r of occa s ions .

Re ce ntly, I te s tifie d be fore  the  Commiss ion in Docke t No. E-01345A-06-0009, involving

a n e me rge ncy ra te  incre a s e  re que s t by Arizona  P ublic S e rvice  Compa ny ("AP S " or

"Compa ny"), a nd conce rning AP S 's  propos e d de pre cia tion ra te s  in  Docke t Nos . E-

01345A-05-0816, E-01345A-05-0826 a nd E-01345A-05-0827, a  proce e ding involving

AP S  ba s e  ra te s  a nd othe r ma tte rs . I a ls o te s tifie d be fore  the  Commis s ion in the  mos t15

16 re ce nt UNS  Ga s , Inc. ra te  ca se , Docke t Nos . G-04204A-06-0463, G-04204A-06-01013

and G-04204A-05-0831.17

18

19 Q- What is the purpose of the testimony you are presenting?

20

21

22

23

24

A.

A.

A.

A. The  purpose  of my te s timony is  to a ddre ss  the  re ve nue  re quire me nt a nd se le cte d othe r

is s ue s , including ne w de pre cia tion ra te s , cha nge s  to the  P urcha s e d P owe r a nd Fue l

Adjus tme nt Cla us e  ("P P FAC") p ropos e d  by UNS  Ele c tric , Inc . ("UNS  Ele c tric" o r

"Company"), and the  Company's  proposed ra temaking tre a tment for a  new peaking unit,

the  Black Mounta in Genera ting S ta tion ("BMGS") in the  current ra te  case .
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1 Q- Have you prepared any exhibits to be filed with your testimony?

2

3

Yes . Attachments  RCS-2 through RCS-5 conta in the  re sults  of my ana lys is  and copie s  of

se lected documents  tha t a re  referenced in my testimony.

4

5 11.

6 Q.

REVENUE REQUIREMENT

What issues are addressed in your testimony?

7 My tes timony addresses  the  Colnpany's  proposed revenue  requirement and se lected other

8 issues.

9

1 0 Q- What revenue increase has been requested by UNS Electric?

1 1

1 2

1 3

1 4

UNS  Ele ctric  is  re que s ting  a n  incre a s e  in  ba s e  ra te  re ve nue s  of $8 .507 million , or

a pproxima te ly 5.5 pe rce nt. UNS  Ele ctric witne s s  J a me s  P igna te lli's  dire ct te s timony a t

pages  3-5 a ttribute s  the  need for the  reques ted increa se  primarily to increa sed growth in

UNS  Ele ctric's  s e rvice  te rritory a nd the  re la te d incre a s e s  in ca pita l e xpe nditure s  a nd

1 5 opera ting costs .

1 6

1 7 Q- What revenue increase does Staff recommend?

1 8

1 9

20

Sta ff recommends  a  revenue  increa se  of $3.802 million on adjus ted fa ir va lue  ra te  ba se .

As  shown on Schedule  A, the  comparable  base  ra te  revenue  increase  ca lcula ted by S ta ff

on origina l cos t ra te  base  is  $3.801 million.

2 1

22 A. Te s t Ye a r

23 Q. What test year is being used in this case?

24 UNS  Ele ctric 's  filing is  ba s e d on the  his toric te s t ye a r e nde d J une  30, 2006. Staff' s

25

A.

A.

A.

A.

A.

calcula tions use  the  same historic test year.
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1 Q- Could you please discuss the test year concept?

2

3

4

5

6

7

8

9

10

11

Ye s . In Arizona , a  his toric te s t ye a r a pproa ch is  use d. Va rious  a djus tme nts  a re  ma de  to

the  his toric te s t yea r amounts  to ensure  tha t the re  is  a  ma tching of inves tment, revenues

and expenses. Rate  base  items, such as plant in service  and accumula ted deprecia tion, a re

based on the  actua l leve l as  of the  end of the  his toric test year. Severa l ra te  base  items tha t

tend to fluctua te  from month to month, such a s  ma te ria ls  and supplie s  and prepayments ,

a re  based on a  te s t yea r ave rage  leve l. S ince  end of te s t yea r ne t plant in se rvice  is  used,

revenues  a re  annua lized ba sed on end of te s t yea r cus tomer leve ls . Additiona lly, ce rta in

expenses, such as deprecia tion and payroll costs , a re  annualized based on end of test year

leve ls . This  is  to ensure  tha t the  going-forwa rd revenue  and expense  leve ls  a re  ma tched

with the  investment (ne t plant-in-service) used to serve  those  customers .

12

13

14

15

16

17

18

As time  goe s  forwa rd, cha nge s  in the  Compa ny's  cos t s tructure  will occur. For e xa mple ,

ra te  base  will increase  as  new plant is  added to serve  new customers, revenue  will increase

as  cus tomers  a re  added, expenses  will fluctua te , e tc. It is  ve ry important to be  cons is tent

with  a  te s t pe riod a pproa ch to  e ns ure  tha t the re  is  a  cons is te nt ma tching be twe e n

investment, revenues and costs . Any adjustments  tha t reach beyond the  end of the  his toric

test year must be  very carefully considered before  be ing adopted.

19

20 B.

21 Q-

Summary of Company Proposed and Staff Adjusted Revenue Requirement

What did your review of UNS Electric's filing indicate?

22

23

24

25

26

A.

A. As  s hown on S che dule  A, ba s e d on the  ra te  of re turn re comme nde d by S ta ff witne s s

P urce ll a nd the  a djus tme nts  to  UNS  Ele ctric 's  ra te  ba s e  a nd ne t ope ra ting income

re comme nde d  by mys e lf a nd  o the r S ta ff witne s s e s , I ha ve  ca lcu la te d  a  re ve nue

re quire me nt de ficie ncy of $3.802 million for UNS  Ele ctric. I re comme nd a  re ve nue

increase  of $3.802 million on adjus ted fa ir va lue  ra te  base . As  shown on Schedule  A, the
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1

2

compa ra ble  ba se  ra te  re ve nue  incre a se  ca lcula te d by S ta ff on origina l cos t ra te  ba se  is

$3.797 million.

3

4 c.

5 Q-

Organization of Staff Accounting Schedules

How are Staff's accounting schedules organized?

6 Sta ffs  accounting schedules  a re  presented in Attachment RCS-2. They a re  organized into

7 summa ry s che dule s  a nd a djus tme nt s che dule s . The  s umma ry s che dule s  cons is t of

8

9

1 0

S che dule s  A, A-l, B, B.l, C, C.l a nd  D. Atta chme nt RCS -2  a ls o  conta ins  ra te  ba s e

adjustment Schedules  B-1 through B-5 and ne t opera ting income adjustment Schedules  C-

1 through c-17.1

1 1

1 2 Q- What is shown on Schedule A of Attachment RCS-2?

1 3

1 4

1 5

1 6

1 7

1 8

1 9

20

2 1

22

23

24

25

Atta chme nt RCS -2 pre se nts  the  S ta ff Accounting S che dule s  a nd re ve nue  re quire me nt

de te rmina tion. Schedule  A pre sents  the  ove ra ll financia l summary, giving e ffect to a ll the

a djus tme nts  I a m re comme nding in my te s timony. The  sche dule  pre se nts  the  cha nge  in

the  Compa ny's  g ros s  re ve nue  re qu ire me nt ne e de d  fo r the  Compa ny to  ha ve  the

opportunity to e a rn S ta ff's  re commended ra te  of re turn on S ta ffs  proposed Origina l Cos t

a nd Fa ir Va lue  ra te  ba se s . The  ra te  ba se  a nd ope ra ting income  a mounts  a re  ta ke n tra m

S che dule s  B a nd C, re spe ctive ly. The  ove ra ll ra te  of re turn on origina l cos t ra te  ba se  of

8.99%, a s  pre se nte d in the re file d te s timony of S ta ff witne s s  P a rce ll, is  provide d on

S che dule  D for conve nie nce . S che dule  D us e s  the  ca pita l s tructure  a nd cos t ra te s

re comme nde d in the  re file d te s timony of Mr. P a rce ll. The  ope ra ting income  de ficie ncy

shown on line  5 of Schedule  A is  obta ined by subtracting the  ope ra ting income  ava ilable

on line  4 (ope ra ting income  a s  a djus te d) from the  re quire d ope ra ting income  on line  3.

Line  7 re pre s e nts  the  gros s  re ve nue  re quire me nt, which is  obta ine d by multiplying the

A.

A.

1 Schedule C-17 has  been reserved for a  potentia l adjus tment for charges  to UNS Electric from an affilia te Southwest
Energy Services , pending receipt of the information requested in data  request STF 15. 1 .
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1

2

income  de ficie ncy by the  gross  re ve nue  conve rs ion fa ctor (GRCF). The  de riva tion of the

GRCF is  shown on Schedule  A-1 .

3

4 Q- What is shown on Schedule B?

5

6

7

8

9

Pa ge  l of Sche dule  B pre se nts  UNS Ele ctric's  propose d a djus te d te s t ye a r Origina l Cos t

a nd Fa ir Va lue  ra te  ba se  a nd S ta ffs  propose d a djus te d te s t ye a r Origina l Cos t a nd Fa ir

Va lue  ra te  ba se . The  be girding ra te  ba se  a mounts  pre se nte d on S che dule  B a re  ta ke n

from the  Compa ny's  filing for the  te s t ye a r, s pe cifica lly UNS  Ele ctric S che dule  B-1.

Staff s recommended adjustments to rate  base are  summarized on Schedule B. l .

1 0

11 Q- What is shown on Schedule C?

1 2

1 3

1 4

The  s ta rting point on S che dule  C is  UNS  Ele ctric 's  a djus te d te s t ye a r ne t ope ra ting

income , a s  provide d on Compa ny S che dule  C-1. S ta ffs  re comme nde d a djus tme nts  to

UNS Electric's  adjusted test year revenues and expenses are  summarized on Schedule  C.l.

Ea ch of the  a djus tme nts  a re  dis cus se d in this  te s timony. S che dule s  C-l through C-16

provide  furthe r support a nd ca lcula tions  for the  ne t ope ra ting income  a djus tme nts  I a ny

recommending.

1 5

1 6

1 7

1 8

1 9

2 0

Q. What is shown on Schedule D?

2 1

2 2

23

A.

A.

A. Schedule  D summarizes the  capita l s tructure  and cost of capita l tha t was proposed by UNS

Electric and the  capita l s tructure  and cos t of capita l tha t is  recommended by S ta ff witness

P a rne ll. S che dule  D a lso pre se nts  the  de riva tion of S ta ffs  re comme nde d cos t of ca pita l

for use  with the  Staff' s  adjusted fa ir va lue  ra te  base .
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1 D. Return on Fair Value Rate Base

2 Q- How was the fair value basis of rate base determined?

3 As shown on Attachment RCS-2, Schedule  B, the  fa ir va lue  ra te  base  was  de te rmined by

4

5

6

7

8

a ve ra ging Origina l Cos t a nd re cons truction cos t ne w de pre cia te d (RCND) ra te  ba s e

informa tion. For purpos e s  of th is  pre s e nta tion, I ha ve  us e d the  Compa ny's  RCND

informa tion a s  the  s ta rting point for the  fa ir va lue  ra te  ba se . Howe ve r, us ing such RCND

informa tion for a  utility tha t wa s  re ce ntly purcha s e d in a n a rms ' le ngth tra ns a ction a t a

subs ta ntia l discount to book va lue  could re sult in subs ta ntia lly ove rs ta ting the  fa ir va lue

9 rate base.

1 0

11 Q_

1 2

P le a s e  e xp la in  h o w u s in g  th e  RCND in fo rma tio n  p re s e n te d  b y UNS  Ele c tric  c o u ld

res ult in  s ubs tantia lly overs ta ting the  fa ir va lue  ra te  bas e .

1 3

1 4

1 5

1 6

1 7

1 8

1 9

20

2 1

22

23

24

UNS  a cquire d the  e le ctric utility from Citize ns  Communica tions  in Augus t 2003. As  of

Augus t 11, 2003, the  da te  of the  a cquis ition, the  fa ir va lue  of the  a s se ts  a cquire d from

Citizens  would be  equa l to the  purchase  price  pa id by UniSource .z The  acquis ition of the

e le ctric  u tility wa s  the  re s u lt o f a n  Ann 's  le ngth  tra ns a ction  be twe e n  a  willing  a nd

informe d buye r a nd a  willing a nd informe d s e lle r.3 Re cons tructe d cos t ne w ("RCN")

informa tion, re cons tructe d cos t ne w de pre cia te d ("RCND") informa tion, Ha ndy-Whitma n

Inde x informa tion, Ma rs ha ll Inde x informa tion, a nd Bure a u of La bor S ta tis tics  inde x

informa tion wa s  give n little  or no we ight by UniS ource  in de ciding how much to pa y for

the  e lectric utility.4 The  Ann's  length transaction tha t ha s  occurred demons tra te s  tha t the

RCND wa s  not a  good e s tima te  of the  "fa ir va lue " for this  utility a s  of the  da te  of the

a cquis ition. The  price  pa id in the  a rm's  le ngth tra ns a ction would re pre s e nt the  "fa ir

va lue " of the  utility a s  of the  da te  of a cquis ition. The  price  pa id wa s  subs ta ntia lly be low

A.

A.

z See response to STF 3.87a
3 Response to sT1= 3.87b.
4 Response to STF 3.87c.
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1

2

3

4

the  origina l cos t deprecia ted book va lue . Because  the  acquis ition occurred fa irly recently

(Augus t ll, 2003), this  s ugge s ts  tha t us ing RCN a nd RCND informa tion to e s ta blis h the

fa ir va lue  o f the  u tility ra te  ba s e  in  the  cu rre n t ca s e  cou ld  re s u lt in  a  s ubs ta n tia l

oversta tement of fa ir va lue  ra te  base .

5

6 Q- How d id  UNS Ele c tric  de te rmine  the  ra te  o f re tu rn  to  a pp ly to  fa ir va lue  ra te  ba s e  in

7 its  filin g ?

8

9

10

11

12

In UNS Electric's  own tiling, a s  shown on Schedule  A-1, the  Company adjus ted the  re turn

tha t is  to be  a pplie d to fa ir va lue  ra te  ba s e  downwa rd, cons is te nt with long-s ta nding

Commiss ion pra ctice , such tha t the  re ve nue  re quire me nt produce d by both the  origina l

cost ra te  base  and the  fa ir va lue  ra te  base  would not result in an excessive  re turn on equity

to the  utility. UNS  Ele ctric's  ca lcula tion of re turn on fa ir va lue  ra te  ba s e  in the  ins ta nt

13

14

case  is  a lso consis tent with the  way the  re turn was applied to the  fa ir va lue  ra te  base  in the

origina l ra te  ca se  filing of its  a ffilia te , UNS Gas , in Docke t No. G-04204A-06-0463.

15

16 Q- Ha s  the  Commis s ion 's  tra d itiona l c a lc u la tion  o f re tu rn  on  fa ir va lue  ra te  ba s e  be e n

17 called into ques tion by a  recent Court of Appeals  dec is ion?

18 Yes . The  Colnmiss ion's  traditiona l ca lcula tion of re turn on fa ir va lue  ra te  base  ca lcula tion

19

20

2 1

22

A.

A.

ha s  be e n ca lle d into que s tion by a  re ce nt Arizona  Court of Appe a ls  ruling involving

Cha pa rra l City Wa te r Compa ny. In tha t ruling, the  Arizona  Court of Appe a ls  found tha t

S ta ffs  de te rmina tion of ope ra ting income  ignore d fa ir va lue  ra te  ba s e , a nd tha t the

Commission must use  fa ir va lue  ra te  base  to se t ra tes  per the  Arizona  Constitution.
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1 Q-

2

Wha t gu ida nc e  fo r c a lc u la ting  the  re tu rn  on  fa ir va lue  ra te  ba s e  doe s  tha t Court o f

Appeals  decis ion provide?

3

4

Firs t, the  Court of Appea ls  specifica lly s ta ted tha t the  Commiss ion was not bound to a pply

a n a uthorize d ra te  of re turn tha t wa s  de ve lope d for use  with a n origina l cos t ra te  ba se ,

5

6

without a djus tme nt, to the  fa ir va lue  ra te  ba se . P a ge  9 of the  Court of Appe a ls  de cis ion

a s ks  tha t the  Commis s ion be  dire cte d to  a pply thes ta ted tha t:

7

"Cha pa rra l City

'authorized ra te  of re turn' to the  fa ir va lue  ra te  base  ra ther than to the  OCRB, as  Chaparra l

8

9

1 0

11

1 2

1 3

City conte nds  wa s  done  he re ." At pa ge  13, pa ra gra ph 17, the  Court of Appe a ls  de cis ion

s ta te s  a s  follows : "The  Commis s ion a s s e rts  tha t it wa s  not bound to us e  the  we ighte d

average  cost of capita l as  the  ra te  of re turn to be  applied to the FVRB. The  Commiss ion is

corre ct." Thus , the  Court of Appe a ls  cle a rly s ta te d tha t the  Commiss ion is not bound to

a pply to the  FVRB the  s a me  we ighte d a ve ra ge  cos t of ca pita l tha t wa s  de ve lope d for

applica tion to the  OCRB.

1 4

1 5 At pa ge s  13-14, pa ra gra ph 17, the  Court of Appe a ls  de cis ion s ta te d tha t: cs the

1 6 Commis s ion ca nnot ignore  its  cons titutiona l obliga tion to ba s e  ra te s  on a  utility's  fa ir

1 7 va lue . The  Commiss ion cannot de te rmine  ra te s  based on the  origina l cos t, or OCRB, and

1 8

1 9

then engage  in a  supe rfluous  ma thematica l exe rcise  to identify the  equiva lent FVRB ra te

of re turn. S uch a  me thod is  incons is te nt with Arizona  la w." At pa ge  13, the  de cis ion

20 states: "If the  Commis s ion  de te rmine s  tha t the  cos t o f ca p ita l a na lys is  is  no t the

2 1

22

A.

a ppropria te  me thodology to de te rmine  the  ra te  of re tune  to be  a pplie d to the  FVRB, the

Commission has  the  discre tion to de te rmine  the  appropria te  methodology."
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1 Q-

2

Has a remand proceeding been established by the Commission to address the

calculation of the return on fair value rate base, i.e., to address the ruling in the

3 Court of Appeals  dec is ion?

4 The  Commiss ion has  opened a  docke t to address  such issues  in a  Chaparra l City remand

5 proceeding.

6

7 Q. Did UNS Elec tric  addres s  the  Chaparra l dec is ion in  its  Direc t Tes timony in  th is  cas e?

8

9

1 0

1 1

1 2

1 3

1 4

1 5

1 6

1 7

No. The  Compa ny's  Dire ct Te s timony wa s  file d on De ce mbe r 15, 2006 a nd the  Court of

Appe a ls ' ruling in Cha pa rra l City wa s  is s ue d on Fe brua ry 13, 2007. Howe ve r, in the

recent UNS Gas  case , a t page  28 of his  rebutta l te s timony, Mr. Grant, the  Company's  cos t

of capita l witness , pre sented a  new pos ition conce rning the  re turn on fa ir va lue  ra te  base

ca lcula tion tha t was  based on his  "non-lega l unders tanding" of the  recent Arizona  Court of

Appe a ls  ruling involving Cha pa rra l City Wa te r Compa ny. In  the  UNS  Ga s  ca s e , Mr.

Grant's  recommended tha t, a s  a  re sult of tha t ruling, the  we ighted cos t of capita l tha t was

deve loped for use  with an origina l cos t ra te  base , should be  applied without adjus tment to

the  fa ir va lue  ra te  ba se . As  de scribe d in my surre butta l te s timony in the  UNS  Ga s  ca se ,

S ta ff s trongly disagreed with tha t recommenda tion by Mr. Grant.

1 8

1 9 Q- How has  S ta ff addres s ed  the  ru ling  in  the  Court of Appea ls  dec is ion  for purpos es  of

20 the  current UNS Elec tric  ra te  cas e?

2 1

22

23

In vie w of the  Court of Appe a ls  de cis ion in the  Cha pa rra l City ca se  a nd the  Compa ny's

position in the  UNS Gas case , S ta ff has  appropria te ly adjusted the  weighted cost of capita l

to the  utility's  fa ir va lue  ra te  base . David Pa rce ll's  direct te s timony in the  ins tant ra te  ca se

de scribe s  S ta ffs  re vis ion to the  re turn on fa ir va lue  ra te  ba se  ca lcula tions  in vie w of the24

25

26

A.

A.

A.

re ce nt Court of Appe a ls  de cis ion conce rning Cha pa rra l. S ta ff will a lso be  a ddre ss ing the

re turn on fa ir va lue  ca lcula tion in the  Chaparra l City remand proceeding.
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Original Cost Rate Base $ 140,991,324 $ 130,470,748 s (10,520,576
Fair Value Rate Base $ 177,802,341 $ 167,281,765 $ (10,520,576)
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1

2

3

4

5

6

On Schedule  D of Exhibit RCS-2, I have  de rived the  adjus ted we ighted cos t of capita l for

a pplica tion to the  FVRB. On S che dule  A of tha t e xhibit I ha ve  a pplie d S ta ffs  a djus tme nt

to the  we ighte d cos t of ca pita l a s  de s cribe d by Mr. P a rce ll in his  dire ct te s timony. As

shown on Exhibit RCS-2, Schedule  A, the  applica tion of S ta ff" s  adjus ted we ighted cos t of

ca pita l to  the  FVRB re s ults  in  re ve nue  incre a s e  of $3.8 million. In  this  ins ta nce , the

applica tion of the  adjus ted we ighted cos t of capita l to the  FVRB produces  a  s lightly higher

revenue  requirement than does the  applica tion of the  unadjusted ra te  of re turn to OCRB.

111.

7

8

9

10

11

Q-

RATE BASE

Have you prepared a schedule that summarizes staff's proposed adjustments to rate

1 2

1 3

1 4

1 5

base?

Yes. As noted above , the  adjusted ra te  base  is  shown on Schedule  B and the  adjustments

to UNS  Ele ctric's  propose d ra te  ba se  a re  shown on S che dule  B.1. A compa rison of the

Compa ny's  propose d ra te  ba se  a nd S ta ffs  re comme nde d ra te  ba se  on a n Origina l Cos t

and Fair Value  basis  are  presented below:

1 6

1 7

1 8 The vast majority of the  difference  be tween the  Company's  proposed and Staff' s

1 9 recommended ra te  base  re la tes to whether Construction Work in Progress should be

20

A.

included in ra te  base  or not.
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1 B-1 Cons truc tion  Work in  Progres s

2 Q- Please explain the adjustment shown on Schedule B-1.

3

4

UNS  Ele ctric ha s  propos e d to include  $10.8 million of Cons truction Work in P rogre s s

("CWIP ") in ra te  ba s e . S ta ff a djus tme nt B-l re move s  tha t a mount of CWIP  from ra te

base.5

6

7 Q- P le a s e  d is c us s  UNS  Ele c tric 's  re a s ons  fo r re que s ting  the  inc lus ion  o f CWIP  in  ra te

8 base.

9

10

11

12

13

14

15

16

17

As  d e s c rib e d  in  th e  te s tim o n y o f UNS  E le c tric  witn e s s  Ke n to n  Gra n t,  th e  C o m p a n y

be lie ve s  tha t inclus ion of CWIP  in ra te  ba s e  is  ne ce s s a ry to pre s e rve  the  fina ncia l inte grity

of the  Compa ny. Mr. Gra nt indica te s  tha t, a s  re fle cte d in the  Compa ny's  ra te  a pplica tion,

ra te  ba s e  tre a tme nt of the  $10.8  million  te s t ye a r CWIP  ba la nce  provide s  UNS  Ele c tric

with  a pproxima te ly $2 .1  million  in  a dditiona l a nnua l re ve nue s . He  s ta te s  tha t de nia l of

this  re que s te d ra te  tre a tme nt would ha ve  a  ma te ria l a dve rs e  impa ct on the  Compa ny's  ra te

re lie f a nd  fu tu re  e a rn ings ,  a nd  would  ma ke  it d iffic u lt fo r the  Compa ny to  a ttra c t ne w

ca pita l on re a s ona ble  te rms . The  Compa ny ha s  be e n  e xpe rie nc ing  robus t g rowth  a nd

e xpe cts  to ne e d a cce s s  to outs ide  ca pita l to fund s ys te m growth a nd ca pita l improve me nts .

Mr. Gra nt a ls o s ta te s  tha t inclus ion of CWIP  in ra te  ba s e  is  one  of the  fe w a va ila ble  tools18

19

20

2 1

22

23

24

25

A.

A.

to he lp mitiga te  the  e ffects  of regula tory lag. He  sugges ts  furthe r tha t, by including CWIP

in ra te  ba se  in this  proce e ding, the  time  pe riod be twe e n this  ra te  ca se  a nd the  ne xt ra te

filing by UNS  Ele ctric will hope fully be  e xte nde d. He  indica te s  tha t if the  Compa ny's

proposed ra te  ba se  trea tment of CWIP  is  denied, the  authorized ra te  of re turn should be

increased, and the  Commission should consider an adjustment for plant placed into service

a fte r the  te s t ye a r. He  points  out tha t the  Commis s ion ha s , on occa s ion, a llowe d the

inclusion of post tes t year plant in ra te  base .
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1 Q- Is  inc lus ion of CWIP in  ra te  bas e  up to  the  dis c re tion of the  Commis s ion?

2

3

Ye s , it is . S ta ffs  unde rs ta nding is , in spe cific ins ta nce s , the  Commis s ion ha s  a llowe d a

utility to include  CWIP in ra te  base , but the  Colnmiss ion's  genera l practice  has  been to not

a llow CWIP to be  included in ra te  base .4

5

6 Q- Doe s  S ta ff a g re e  with  the  p ropos a l o f UNS  Ele c tric  to  inc lude  CWIP  in  ra te  ba s e  in

the current cas e?7

8 No. In ge ne ra l, S ta ff doe s  not fa vor inclus ion of CWIP  in ra te  ba s e  unle s s  the  utility

9

10

de mons tra te s  compe lling re a sons  to jus tify this  e xce ptiona l ra te ma ldng tre a tme nt. For a

number of rea sons , including the  following, S ta ff does  not support UNS Electric's  reques t

for ra te  base  inclus ion ofCWIP in the current case :1 1

1 2

1 3

1) Inclus ion of CWIP  in ra te  ba se  is  a n e xce ption to the  Commiss ion's  norma l pra ctice ,

a nd UNS  Ele ctric ha s  not me t its  burde n of proof s howing why it re quire s  s uch a n

1 4

1 5

exceptiona l ra temaking trea tment.

2) The  CWIP  wa s  not in s e rvice  a t the  e nd of the  te s t ye a r. As  of J une  30, 2006, the

1 6

1 7

1 8

1 9

20

2 1

22

23

24

25

26

A.

A.

construction projects  were  not sewing customers .

3) The  Company has  not demonstra ted tha t its  June  30, 2006 CWIP ba lance  was  for non-

revenue  producing and non-expense  reducing plant. Much of the  construction appears

to be  for plant re la ted to se rving cus tomer growth, i.e ., to be  revenue  producing. Tes t

year revenues  have  been annua lized to year-end cus tomer leve ls . However, revenues

ha ve  not be e n e xte nde d be yond the  te s t ye a r to corre s pond with cus tome r growth.

He nce , including the  inve s tme nt in ra te  ba s e , without re cognizing the  incre me nta l

revenue  it supports , would be  imbalanced.

4) While  the  Compa ny ha s  s ta te d tha t inclus ion of CWIP  in ra te  ba s e  could re s ult in

de fe rring  the  filing  o f its  ne xt ra te  ca s e ,  the  Compa ny ha s  ma de  no  s pe c ific

enforceable  commitments  to a  filing mora torium pe riod.
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1 Q~

2

Please elaborate on how including CWIP in rate base is an exceptional ratemaking

treatment and why the circumstances in this case do not warrant such treatment.

3

4

5

6

7

8

9

10

11

12

13

14

CWIP , a s  the  title  de s igna te s , is  not pla nt tha t is  comple te d a nd providing s e rvice  to

ra tepaye rs  during the  te s t yea . During the  te s t yea r, it was  not used or use ful in providing

e lectric se rvice  to the  Company's  cus tomers . The  ra temaking process  is  predica ted on an

examina tion of the  ope ra tions  of a  utility to insure  tha t the  a sse ts  upon which ra tepaye rs

a re  required to provide  the  utility with a  ra te  of re turn a re  prudently incurred and a re  both

used and use ful in providing se rvices  on a  current bas is . Facilitie s  in the  process  of be ing

built a re  not use d or use ful. The  ra te ma king proce ss  the re fore  e xclude s  CWIP  from ra te

base  until such projects  a re  comple ted and providing se rvice  to ra tepayers  in the  context of

a  te s t ye a r tha t is  be ing us e d for de te rmining the  utility's  re ve nue  re quire me nt. In the

current UNS Electric ra te  ca se , the  te s t yea r is  the  twe lve  months  ending June  30, 2006,

a nd the  cons truction proje cts  the  Compa ny s e e ks  to  include  in  ra te  ba s e  we re  not

providing s e rvice  during tha t pe riod. As  a  ge ne ra l ra te ma king principle , s uch CWIP

should be  excluded from rate  base .15

16

17

18

19

20

Furthe rmore , some  of the  fa cilitie s  tha t a re  be ing cons tructe d a nd a re  include d in CWIP

will be  us e d s ubs e que nt to the  te s t ye a r to s e rve  a dditiona l cus tome rs . It would not be

a ppropria te  to include  the  inve s tme nt tha t will s e rve  those  ne w cus tome rs  without a lso

including the  re ve nue s  tha t would be  re ce ive d from thos e  cus tome rs . In othe r words ,

21

22

23

24

25

26

A.

a llowa nce  of CWIP  in ra te  ba s e  would re s ult in a  mis ma tch in the  ra te ma king proce s s .

Additiona lly, some  of the  plant be ing added, such as  ma in replacements , could re sult in a

re duction in ma inte na nce  e xpe nditure s  which would not be  re fle cte d in the  te s t pe riod.

The  inclus ion of CWIP  in ra te  ba se , the re fore , cre a te s  a n imba la nce  in the  re la tionships

be tween ra te  ba se  sewing cus tomers  and the  revenues  be ing provided to the  utility from

cus tomers  who were  taking se rvice  during the  te s t yea r. Consequently, CWIP should not
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1

2

3

4

5

6

be  a llowe d in ra te  ba s e  unle s s  the re  a re  ve ry compe lling circums ta nce s  which would

wa rra nt a n e xce ption to the  ge ne ra l rule . In  the  curre nt ca s e , UNS  Ele ctric ha s  not

de mons tra te d convincingly tha t it re quire s  a n e xce ption to the  Commis s ion's  s ta nda rd

ra te ma king tre a tme nt of e xcluding CWIP  from ra te  ba se . It is  not a ppropria te  to include

the  CWIP in ra te  base , particula rly as  the  projects  may result in additiona l revenues or cost

savings which have  not been reflected in the  test year.

7

8 Q- How does UNS Electric accrue a return on construction projects?

9

10

11

12

13

UNS  Ele ctric a ccrue s  a  re turn, re pre s e nting its  fina ncing cos ts  during the  cons truction

pe riod in a n a ccount ca lle d Allowa nce  for Funds  Use d During Cons truction ("AFUDC").

This  AFUDC re turn  a ccounts  for the  u tility's  fina ncing cos t during the  cons truction

pe riod. Then, when the  plant is  placed into se rvice , the  AFUDC becomes  pa rt of the  cos t

of the  plant and is  deprecia ted.

14

15 Q-

16

If CWIP were  to  be  inc luded in  ra te  bas e , a s  reques ted by the  Company, wha t is  UNS

Elec tric 's  pos ition concerning whether the  accrua l of AFUDC s hould ceas e?

17

18

19

20

21

22

23

24

25

26

A.

A. This  is sue  is  a ddre sse d in Mr. Gra nt's  dire ct te s timony a t pa ge  30. Mr. Gra nt re cognize s

tha t "the  a ccounting guide line s  publis he d by the  FERC re quire  utilitie s  to s ubtra ct the

a mount of a ny CWIP  a llowe d in ra te  ba s e  from the  ba la nce  of future  CWIP  e ligible  for

AFUDC accrua ls ." However, he  then a ttempts  to ca rve  out an exception for UNS Electric

to this  re quire d a ccounting for AFUDC. He  s ta te s  tha t, be ca us e  the re  is  only a  s ma ll

a mount of AFUDC on the  te s t ye a r ba la nce  of CWIP , it would be  unfa ir to re quire  UNS

Ele ctric to ce a s e  a ccruing AFUDC on $10.8 million of CWIP  on a n ongoing ba s is . He

re que s ts  tha t, if the  Commiss ion gra nts  the  Compa ny's  re que s t to include  CWIP  in ra te

ba s e , tha t la ngua ge  be  include d in the  orde r tha t a uthorize s  the  Compa ny to continue

accruing AFUDC on a ll e ligible  cons truction projects .
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1 Q.

2

Does Staff agree with this proposal by Mr. Grant to continue accruing AFUDC even

if CWIP were to be included in rate base?

3

4

5

6

7

8

9

1 0

1 1

No . Mr. Gra nt's  propos a l to continue  a ccruing AFUDC on CWIP  s hould be  re je cte d

because  it is  contra ry to the  accepted accounting guide lines  and would re sult in a  double

re cove ry of the  fina ncing cos t of CWIP . The  fina ncing cos t for CWIP  ca n be  a ddre s se d

for ra te ma king purpos e s  in one  of two wa ys : (1) through the  inclus ion of CWIP  in ra te

base  for a  current cash re turn, or (2) through the  accrua l of AFUDC, which is  added to the

cons truction cos t a nd is  ultima te ly include d in the  cos t of pla nt a nd de pre cia te d. It would

be  imprope r to give  UNS Electric both a  ca sh re turn on CWIP through its  inclus ion in ra te

ba se  a nd a n AFUDC re turn. If CWIP  we re  to be  a llowe d in ra te  ba se , which the  S ta ff is

not recommending in this  ca se , then AFUDC accnia ls  on the  amount of CWIP included in

1 2 rate base must cease.

1 3

1 4 Q-

1 5

Does Staff agree with UNS Electric's alternative proposal to include post-test year

plant additions in rate base, if the inclusion of CWIP in rate base is denied?

1 6 No . For s imila r re a s ons  to  thos e  de s cribe d a bove , S ta ff doe s  not a gre e  with UNS

1 7 Electric's  proposed a lte rna tive  of including post-tes t year plant in ra te  base .

1 8

1 9 Q-

20

How does plant that is placed into service between rate case test years typically get

reflected in the regulatory process?

2 1 If the  pla nt is  us e d to  s e rve  ne w cus tome rs , the  utility re ce ive s  re ve nue  from thos e

22

23

24

25

A.

A.

A.

cus tomers . If the  plant he lps  the  utility reduce  expenses , such a s  ma intenance , the  utility

be ne fits  from s uch cos t re ductions  during the  inte rve ning pe riod. Once  the  pla nt is

recognized in ra te  base  in a  te s t yea r, and ra te s  a re  re se t, the  utility ea rs  a  cash re turn on

the  plant inves tment, le ss  accumula ted deprecia tion. The  re la ted revenues  and expense
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1

2

impa cts , including known a nd me a sura ble  e xpe nse  re ductions  e na ble d by the  pla nt, a re

then a lso recognized in the  ra te ina ldng process.

3

4 Q- Is  anothe r witnes s  for S ta ff addres s ing  ce rta in  a s pec ts  of UNS Elec tric 's  reques t for

inc lus ion  o f CWIP  in  ra te base?5

6

7

8

9

Yes . S ta ffs  ra te  of re turn witne ss , David Pa rce ll, is  addre ss ing the  de te rmina tion of a  fa ir

ra te  of re turn tha t would a llow UNS Electric to a ttract new capita l on rea sonable  te rms . In

making his  cos t of capita l recommenda tions , Mr. Purce ll has  been made  aware  of and has

taken into cons ide ra tion UNS Electric's  proposa l to include  CWIP in ra te  base  and S ta ff' s

recommendation tha t CWIP not be  included in ra te  base  in this  case .10

1 1

12 Q- Do e s  S ta ff' s  a d ju s tm e n t to  re m o ve  CWIP  fro m  ra te  b a s e  a ffe c t  UNS  Ele c tr ic ' s

13

14

15

16

expenses?

Ye s . UNS  Ele ctric ha d propos e d to tre a t CWIP  a t the  e nd of the  te s t ye a r a s  if it we re

pla nt in s e rvice . Cons is te nt with tha t, UNS  Ele ctric propos e d incre a s e s  to de pre cia tion

a nd prope rty ta x e xpe nse . Cons is te nt with S ta ffs  re comme nda tion tha t CWIP  not be

included in ra te  base , S ta ff adjus tment C-2, which is  described in a  subsequent section of

my te s timony, re move s  the  re la te d  UNS  Ele ctric  a d jus tme nts  for de pre cia tion  a nd

property tax expense .

17

18

19

2 0

2 1 B-2

22 Q-

Adjus t CWIP  fo r P la n t In  S e rvic e  by End  o f Te s t Ye a r

P leas e  expla in  S ta ff's  ad jus tment to  CWIP  for P lan t In  Se rvice  by the  end  of the  te s t

23

24

25

26

A.

A.

A.

ye a r.

The  re s ults  of S ta ffs  pre limina ry fie ld a s s e s s me nt of us e d a nd us e ful re vie w for UNS

Electric indica ted tha t one  project included in CWIP, Rhodes  Homes  (ta sk 8009729), with

a  cos t of $442,255 a nd inspe cte d by S ta ff on J une  6, 2007, wa s  in s e rvice  on Ma y 26,
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1

2

3

4

2006, which wa s  prior to the  e nd of the  te s t ye a r. This  proje ct involve d the  ins ta lla tion of

live  miles  of 21 kV overhead line  to supply se rvice  to wa te r pumps for a  proposed housing

deve lopment. For ra temaking purposes , this  project should be  trea ted a s  plant in se rvice

be ca use  it wa s  in se rvice  by the  e nd of the  te s t ye a r. Accordingly, S ta ff a djus tme nt B-2,

adds the $442,255 to ra te  base as plant in service.5

6

7

8

Q- Were there Customer Advances associated with this plant?

9

10

Ye s . S ta ff s  pre limina ry fie ld a sse ssme nt indica te s  tha t the  proje ct is  fully funde d initia lly

by the  cus tomer, Rhodes  Homes . A March 2, 2006 Le tte r of Agreement indica te s  tha t the

customer will pay to the  Company a  tota l Customer Advance  of $360,117 .

11

12 Q- How have the Customer Advances related to this project been reflected for

13 ra te m a kin g  p u rp o s e s ?

14

15

16

17

18

19

20

21

The  Company's  re sponse  to da ta  reques t STF l5.4(f) indica te s  tha t, a s  of June  30, 2006,

UNS  Ele ctric ha d re ce ive d Cus tome r Adva nce s  tota ling $360,117 for this  proje ct. The

Compa ny's  re sponse  to da ta  re que s t S TF l5.4(g) indica te s  tha t no a dditiona l Cus tome r

Adva nce s  for this  proje ct we re  re ce ive d a fte r J une  30, 2006. Thus , it a ppe a rs  tha t the

Cus tome r Adva nce s  a mount re la te d to this  proje ct of $360,l17 would ha ve  a lre a dy be e n

re flected a s  such by the  Company in its  proposed ra te  base . Consequently, based on the

informa tion provided by the  Company to da te , no additiona l pro forma  adjus tment for the

Customer Advances re la ted to this prob et appears to be necessary.

22

23 B-3

24 Q-

Plant in Service Addition Subject to Reimbursement

Did Staff's field assessment reveal any other concerns?

25

26

A.

A.

A. Ye s . S ta ffs  ins pe c tion  of the  Tuba c  Golf Re s ort Ove rhe a d to  Unde rground Conve rs ion

(ta s k CE64023) with  a  cos t of $236,874 ha d the  a ppe a ra nce  of a  proje c t tha t s hould be
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1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

re imbursed, a t leas t in s ignificant pa rt by the  cus tomer, s ince  it involved the  remova l of an

overhead 13 kV line  and ins ta lla tion. UNS Electric advised S ta ff tha t the  project appea red

to be  re imburs a ble  to s ome  e xte nt, but wa s  not a ble  to provide  docume nta tion of the

cus tome r re imburs e me nt. This  proje ct s hould be  re move d from ra te  ba s e  unle s s  UNS

Ele ctric provide s  s ufficie nt docume nta tion to prove  tha t inclus ion is  a ppropria te . The

Company's  response  to STF 15.4(d) s ta tes  tha t: "this  customer requested work was paid

100% by the  cus tome r a s  a  Contribution in Aid of Cons truction." It wa s  uncle a r from tha t

re sponse  whe the r the  CIAC had been rece ived and recorded by UNS Electric a s  of June

30, 2006, the  e nd of the  te s t ye a r. If the  CIAC ha d be e n re corde d by UNS  Ele ctric by

J une  30, 2006, the  a djus tme nt s hown on S che dule  B-3 would not be  ne ce s s a ry. If the

CIAC wa s  re ce ive d a nd re corde d by UNS  Ele ctric a fte r J une  30, 2006, the  a djus tme nt

shown on Schedule  B-3 is  necessa ry to prope rly re flect the  Company's  ne t inves tment in

the  prob e t, which would be  ze ro, s ince  the  prob e t was  pa id 100 percent by the  customer.

Depending on when UNS Electric rece ived and recorded the  CIAC re la ted to this  project,

a  re la ted pro forma adjustment to Deprecia tion Expense  may a lso be  needed.

16

17

18

Ca s h  Working  Ca p ita l

Have  you reviewed the  Company's  reques t for a  worldng capita l a llowance?

19

20

21

22

23

24

25

A. Yes . The  Company's  working capita l reques t cons is ts  of three  sepa ra te  subcomponents .

The  subcompone nts  a re : (1) a  ne ga tive  ca sh working ca pita l ba la nce  of $2.635 million

based on a  lead/lag s tudy, (2) a  thirteen-month average  mate ria ls  and supplies  ba lance  of

$5.651 million, a nd (3) a  thirte e n-month a ve ra ge  pre pa yme nts  ba la nce  of $351,825. As

shown on Company Schedule  B-5, UNS Electric's  ra te  base  re flects  a  reques t for working

ca pita l of ne ga tive  $3.368 million. I will a ddre s s  the  Compa ny's  ca s h working ca pita l

request, a long with the  lead/lag s tudy UNS Electric provided as  support for tha t request.



Dire ct Te s timony of Ra lph C. S mith
Docke t No. E-04204A-06-0783
Page 21

1 Q- What is  cas h working capita l?

2

3

4

5

6

7

8

9

Ca s h  working  ca p ita l is  the  ca s h  ne e de d  by the  Compa ny to  cove r its  da y-to -da y

opera tions . If the  Company's  cash expenditures , on an aggrega te  bas is , precede  the  cash

re cove ry of e xpe ns e s , inve s tors  mus t provide  ca s h working ca pita l. In tha t s itua tion a

pos itive  ca s h working ca pita l re quire me nt e xis ts . On the  othe r ha nd, if re ve nue s  a re

typica lly re ce ive d prior to whe n e xpe nditure s  a re  ma de , on a ve ra ge , the n ra te pa ye rs

provide  the  ca s h working ca pita l to the  utility, a nd the  ne ga tive  ca s h working ca pita l

a llowa nce  is  re fle cte d a s  a  re duction to ra te  ba se . In this  ca se , the  ca sh working ca pita l

requirement is  a  reduction to ra te  base  as ra tepayers are  essentia lly supplying these  funds.

10

11 Q- Does  UNS Elec tric  have  a  pos itive  or nega tive  cas h working capita l requirement?

12

1 3

14

15

UNS Electric has  a  nega tive  cash working capita l requirement. In othe r words , ra tepaye rs

a re  e s se ntia lly supplying the  funds  use d for the  da y-to-da y ope ra tions  of the  Compa ny.

On ave rage , revenues  from ra tepaye rs  a re  rece ived prior to the  time  when the  utility pays

the associated expenditures.

1 6

17 Q. Did  UNS  Ele c tric  p re s e n t a  le a d /la g  s tu d y in  s u p p o rt o f its  c a s h  wo rkin g  c a p ita l

18 requirement?

19

20

21

Ye s , UNS  Ele ctric pe rforme d a  le a d/la g s tudy to  ca lcula te  the  ca s h working ca pita l

re quire me nt in this  ca se . The  Compa ny provide d its  le a d/la g s tudy ca lcula tions  with the

work papers  provided in the  case .

22

23 Q- Has UNS Electric made any revisions to the cash working capital calculation

24 inc luded in  its  filing?

25

A.

A.

A.

A. No, none  of which I am aware .
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1 Q-

2

Are you recommending any revisions to UNS Electric's cash working capital

request?

3

4

5

Yes. I have  re flected the  impact of S ta ff' s  adjus tments  to opera ting expenses  and impacts

on revenue  based taxes . I have a ls o s ynchronize d the  ca lcula tion with ca s h working

capita l with Staff' s  recommended revenue increase .

6

7 Q- What is  the  res ult of your cas h working capita l ca lcula tion?

8

9

As shown on S che dule  B-4, UNS  Ele ctric's  file d ca sh working ca pita l re que s t should be

increased by approximate ly $197,000.

1 0

11 B-5 Accumula ted  Defe rred  Income  Tax

1 2 Q. Please explain the adjustment to Accumulated Deferred Income Taxes ("ADIT").

1 3

1 4

1 5

This  adjus tment is  shown on Schedule  B-5, and decreases  ra te  base  by $161,555 for the

impa ct of the  following:

1 ) re mo va l o f th e  ADIT re la te d  to  th e  S u p p le me n ta l E xe cu tive  Re tire me n t P la n

1 6
("SERP")5, a n d

1 7

1 8

1 9

2) remova l of the  ADIT re la ting to s tock-based compensa tion.6

This  a djus tme nt to ADIT is  ne ce ssa ry to prope rly coordina te  the  impa ct of S ta ffs  re la te d

adjustments  to opera ting expenses  with the  ADIT amount included in ra te  base .

20

2 1 Iv . ADJ US TME NTS  TO  O P E RATING  INCO ME

22 Q- Please describe how you have summarized Staffs proposed adjustments to operating

23 income.

24 S che dule  C s umma rize s  S ta ff' s  re comme nde d ne t ope ra ting income . S che dule  C.1,

25 pre s e nt S ta ffs  re comme nde d a djus tme nts  to te s t ye a r re ve nue s  a nd e xpe ns e s  on a n

A.

A.

A.

A.

5 See Staff Adjustment C-8 that has removed the expense related to SERP.
6 See Staff adjustment C-9 that removes the expense for stock-based compensation.
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1

2

3

4

5

6

Arizona  jurisdictiona l bas is . The  impact on s ta te  and fede ra l income  taxes  a ssocia ted with

each of the  recommended adjustments  to opera ting income are  a lso re flected on Schedule

C.l. UNS  Ele ctric's  propos e d a djus te d te s t ye a r ne t ope ra ting income  is  $8.742 million,

whe re a s  S ta ff" s  re comme nde d a djus te d ne t ope ra ting income  is  $9.406 million. The

recommended adjus tments  to opera ting income a re  discussed be low in the  same  order a s

they appear on Schedule C. l .

7

8 C-1

9 Q.

Revenue Adjustment for CARES Discount

Please explain Staff Adjustment C-1.

1 0

1 1

1 2

This  a djus tme nt re move s  UNS  Ele ctric's  propos e d a djus tme nt to re duce  e le ctric re ta il

re ve nue  by $52,937 re la ting to a  cha nge  propose d by the  Compa ny conce rning how the

dis counts  for CARES  cus tome rs  a re  ca lcula te d. As  e xpla ine d in the  te s timony of S ta ff

1 3 and

1 4

witne s s  J u lie  McNe e ly-Kirwa n , S ta ff d is a g re e s  with  tha t Compa ny p ropos a l

re comme nds  tha t the  e xis ting dis count ra te  s tructure  for CARES  be  re ta ine d. It  is

1 5

1 6

anticipa ted tha t S ta ff will pre sent furthe r de ta ils  conce rning the  ra te  de s ign impacts  of its

CARES discount re comme nda tions  whe n S ta ff file s  its  ra te  de s ign te s timony on July 12,

1 7 2007.

1 8

1 9 C-2

20 Q-

Remove  Deprec ia tion  and  P rope rty Taxes  for CWIP

Pleas e  expla in  S ta ff Adjus tment C-2.

2 1

22

23

24

25

This  a d jus tme n t re move s  the  p ro  fo rma  a moun ts  ca lcu la te d  by UNS  Ele c tric  fo r

deprecia tion and property taxes  re la ted to the  Company's  proposa l to include  CWIP in ra te

base . As  expla ined above , S ta ff disagrees  with the  Company's  proposa l to include  CWIP

in ra te  ba se . Accordingly, S ta ff has  a lso removed the  pro forma deprecia tion and property

ta x e xpe ns e  a djus tme nts  propos e d by UNS  Ele ctric. As  s hown on S che dule  C-2, this

A.

A.

7 See above discussion in conjunction with Staff Adjustment B-1.
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1

2

reduces the Company's proposed expenses for depreciation by $449,816 and property

taxes by $239,696, for a total reduction of $689,512.

3

4 C-3

5

6

Q-

Deprec ia tion  and  P rope rty Taxes  for CWIP  Found to  Be  In-Se rvice  in  the  Tes t Yea r

Pleas e  expla in  S ta ff adjus tment C-3

7

8

9

1 0

1 1

1 2

1 3

1 4

1 5

1 6

This  a djus tme nt re la te s  to ra te  ba se  a djus tme nt B-2. As  de scribe d a bove  in conjunction

with S ta ff adjus tment B-2, S ta ffs  enginee ring and used-and-use ful review revea led tha t a

project tha t UNS Electric had included in CWIP  was  actua lly in se rvice  in May, 2006, and

thus qua lifies  as  plant in se rvice . This  adjustment increases  recorded tes t year expenses  to

provide  for de pre cia tion a rid prope rty ta xe s  re la te d to a  proje ct tha t UNS  Ele ctric ha d

include d in CWIP , Rhode s  Home s  (ta s k 8009729), with a  cos t of $442,255 tha t wa s

ins pe cte d by S ta ff on J une  6, 2007, a nd wa s  found to be  in s e rvice  on Ma y 26, 2006,

which wa s  prior to  the  e nd of the  te s t ye a r. As  s hown on S che dule  C-3, this  S ta ff

adjustment increases deprecia tion expense by $18,265 and property tax expense by $8,317

to re flect the  annua lized deprecia tion and prope rty taxes  on this  item of plant, the  Rhode

Homes overhead line  extension prob e t, tha t was in service  by the  end of the  test year.

1 7

1 8 C-4

1 9

2 0

Q.

Flee t Fuel Expens e

Pleas e  expla in  S ta ff Adjus tment C-4.

2 1

22

23

24

25

A.

A. This  adjus tment reduces  the  Company's  proposed post-te s t yea r increase  for vehicle  flee t

fue l expense . S ta ffs  a djus tme nt us e d the  we ighte d a ve ra ge  cos t pe r ga llon of fue l

e xpe nse  from the  thre e  prima ry supplie rs  through Ma y 2007, which re fle cts  a n a ve ra ge

cos t pe r ga llon of $2.69. S ta ffs  a djus tme nt follows  a  s imila r forma t to the  UNS  Ele ctric

proposed adjus tment for flee t fue l expense . S ta ff' s  adjus tment a llows for a  pro forma  fue l

expense  increase  of $3,270 based on a  cost of gasoline  of $2.69 based on UNS Electric's
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1 actua l fue l costs . UNS Electric's  proposed adjustment is  reduced by $70,391, as  shown on

Schedule  C-4.2

3

4 C-5

5 Q-

Pos tage Expense

What has  UNS Elec tric  propos ed for normalized pos tage  expens e?

6 UNS Electric has  proposed nonna lized pos tage  expense  of $341,321. This  is  shown on in

UNS Electric's  workpaper for the  Company's  proposed postage  expense  adjustment.7

8

9 Q- Does the UNS Electric-proposed amount of normalized postage expense reflect the

postage rate increase that became effective on May 14, 2007?1 0

1 1

1 2

1 3

1 4

1 5

1 6

1 7

No. Tha t increase  is  now known and should be  re flected, s imila r to a  known change  in tax

ra te s . This  pos tage  ra te  increa se  ha s  occurred and should be  recognized for ra temaking

purposes . To de rive  the  adjus tment to a rmua lized pos tage  expense  to re flect the  May 14,

2007 increase , which increased the  cost of a  firs t class  le tte r from 39 cents  to 41 cents  (for

an increase of 5 percent), Staff has increased the Company's proposed postage expense by

5 pe rcent. As  shown on Schedule  C-5, this  increases  UNS Electric's  proposed amount of

postage expense by $17,503 .

1 8

1 9

20

Normalize Injuries and Damages Expense

Please explain Staff Adjustment C-6.

2 1

22

23

24

A.

A.

A. This  a djus tme nt norma lize s  the  a mount of Injurie s  a nd Da ma ge s  Expe nse , ba se d on a

three -yea r ave rage  through December 2006. As  shown in the  following table , the  amount

propose d by UNS Ele ctric is  subs ta ntia lly highe r tha n the  corre sponding a mount in e a ch

ca lenda r yea r during UNS Electric's  owne rship of the  utility:



Test Year Ending 6/30/06 $ 562,403

Year
Annual
Expense

Exceeds Annual
Expense By $

Exceeds Annual
Expense By %

2004 $ 352,589 33 209 ,814 59.5%
2005 $ 356,992 33 205,411 57.5%
2006 $ 500,440 $ 61,963 12.4%

Average 403,340$ $ 159,063 39.4%

Test Year Ending 6/30/06 s 190,028

Year
Annual
Expense

Exceeds Annual
Expense By $

Exceeds Annual
Expense By %

2004 $ 129,454 $ 60,574 46.8%
2005 s 57,111 $ 132,917 232.7%
2006 $ 93,869 $ 96,159 102.4%

Average $ 93,478 $ 96,550 103.3%
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1 Staff adjustment C-6 reduces test year expense by $159,063 .

2

UNS Electric Injuries and Damages Expense

Comparable Information:

3 Source: Response to data request STF 3.101

4 Q. Why is the test year Injuries and Damages expense so high in comparison with the

5

6

7

8

9

1 0

1 1

1 2

othe r yea rs?

The  te s t yea r Injurie s  and Damages  expense  (Account 925) is  so high in comparison with

the  othe r ye a rs  be ca use  a  numbe r of the  type s  of e xpe nse s  which a re  re corde d in this

a ccount a ppe a r to be  a bnorma lly high in the  te s t ye a r, a nd would thus  re quire  se pa ra te

a djus tme nt, if the  ba la nce  in this  a ccount we re  not norma lize d, a s  de scribe d a bove . As

one  illustra tive  example , the  Company's  response  to da ta  request STF 11.16 indica tes  tha t

worke r's  compe ns a tion e xpe ns e  in the  te s t ye a r wa s  $190,028. This  te s t ye a r a mount

e xce e de d the  2006 re corde d a mount a nd the  a ve ra ge  for 2004-2006 by a pproxima te ly

1 3 $93,000, a s  summarized in the  following table :

1 4

UNS Electric Workers Compensation Expense

Comparable Information :

1 5

A.

Source: Response to data request STF 11.16
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1 Additiona lly, the  Compa ny's  e xpe ns e  for Dire ctors ' a nd Office rs ' Lia bility ("D&O")

2 Insurance  is  recorded in Account 925 and has been increasing substantia lly, from $22,032

3 in 2004, to $88,605 in 2005, to $130,330 in 2006, as  lis ted in the  responses to da ta

4 requests  STF 3.102 and STF 11.15. The  substantia lly increased cost of such D&O

5 insurance  is  a  concern because  the  direct monetary benefits  of D&4 Insurance  How to

6 shareholders . The  mone ta ry benefit from D&O Insurance  is  not enjoyed by ra tepayers .

7

8

Because  shareholders  benefit materia lly from this  insurance , it may be  appropria te  to

allocate  the  cost of D840 Insurance equally between shareholders and ra tepayers.

9

1 0 In summary, S ta ff Adjustment C-6 to nonna lize  the  expense  in Account 925 as  shown on

1 1 Schedule  C-6 is  be lieved to be  a  reasonable  approach. By adjusting the  tota l in this

1 2 account to a  normalized leve l, the  additiona l adjustments  tha t would otherwise  appear to

1 3 be needed to address specific components of the expenses recorded in the account are

1 4 rendered unnecessary.

1 5

1 6 C-7

1 7 Q-

Incentive Compensation

Please explain Staff Adjustment C-7.

1 8

1 9

Th is  a d ju s tme n t re mo ve s  5 0 %  o f th e  e xp e n s e  re la te d  to  th e  va rio u s  in ce n tive

compe nsa tion progra ms  in e ffe ct a t UNS  Ele ctric.

20

In ge ne ra l, ince ntive  compe nsa tion

programs can provide  bene fits  to both sha reholde rs  and ra tepaye rs . The  remova l of 50%

2 1

22

23

24

A.

of the  incentive  compensation expense , in essence , provides an equal sharing of such cost,

a nd the re fore  provide s  a n a ppropria te  ba la nce  be twe e n the  be ne fits  a tta ine d by both

shareholders and ratepayers. Both shareholders  and ra tepayers  s tand to benefit from the

achievement of pe rfonnance  goa ls , however, the re  is  no a ssurance  tha t the  award leve ls
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1 include d in the  Compa ny's  propose d e xpe nse  for the  te s t ye a r will be  re pe a te d in future

2 ye a rs .

3

4

5

6

The  adjus tments  to expense  for each of UNS Electric's  incentive  compensa tion programs

a re  s hown on S che dule  C-7. The  a djus tme nt re duce s  O&M e xpe ns e  by $42,448. A

re la ted impact on payroll tax expense  reduces tha t by $1,553.

7

8 Q- P le a s e  d is c u s s  th e  Un iS o u rc e  En e rg y Co rp o ra tio n 's  P e rfo rma n c e  En h a n c e me n t

9 P rogra m.

1 0

1 1

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

20

2 1

22

23

UNS  Ele c tric  pa rtic ipa te s  in  the  s a me  ince n tive  compe ns a tion  a rra nge me n t,  the

P e rforma nce  Enha nce me nt P la n ("P EP "), a s  its  a ffilia te , UNS  Ga s . As  e xpla ine d in the

Company's  supplementa l re sponse  to da ta  reques t STF 11.5 in the  recent UNS Gas  ra te

ca se , Docke t Nos . G-04204A-06-0463 e t a l, the  utility's  non-union employees  pa rticipa te

in UniS ource  Ene rgy Corpora tion's  P EP . UniS ource  Ene rgy S e rvice s  ("UES ") is  a

s ubs idia ry of UniS ource  Ene rgy Corpora tion a nd the  pa re nt compa ny of UNS  Ele ctric.

The  s tructure  of the  PEP de te rmines  e ligibility for ce rta in bonus  leve ls  by measuring UES '

pe rforma nce  in thre e  a re a s : (1) fina ncia l pe rforma nce , (2) ope ra tiona l cos t conta inme nt,

and (3) core  business  and customer se rvice  goa ls . Leve ls  of achievement in each a rea  a re

a s s igne d pe rce nta ge -ba se d "score s ." Those  s core s  a re  combine d to ca lcula te  the  fina l

payout. The  amount made  ava ilable  for bonuses  pursuant to the  PEP formula  may range

from 50 pe rcent to 150 pe rcent of the  ta rge ted payment leve l. The  financia l pe rformance

a nd ope ra tiona l cos t conta inme nt compone nts  e a ch ma ke  up 30 pe rce nt of the  bonus

structure , while  the  core  business  and customer service  goals  account for the  remaining 40

24 percent.

25

A.
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1

2

3

4

5

6

7

8

9

As explained in the Company's supplemental response to data request STF ll.5(c ) in the

recent UNS Gas rate case, Docket G-04204A-06-0463 :

"In 2005, PEP had a similar structure as 2004 with two primary goals. However,

the primary financial goal was now a combined financial measure for UNS

Electric, UNS Gas and TEP. The second primary goal measured UNS Electric

financial performance, customer and reliability goals, integration goals, and safety

and employee goals. Similar to the prior year, each of the two primary goals was

weighted equally and PEP only paid if the primary financial goal was met. As

stated in the response to STP 11.5 b, the 2005 primary financial goal was not met."

1 0

1 1 Q-

1 2

Even though the primary financial goal under the PEP was not met in 2005, were

incentive bonuses paid?

1 3

1 4

1 5

1 6

1 7

Yes, they were. As explained in the utility's supplemental response to STP 1 l.5(1b): in the

recent UNS Gas rate case, Docket No. G-04204A-06-0463, which describes the same

UniSource Energy PEP in which UNS Electric also participates :

" ... the financial performance goal, which was a trigger Linder the PEP program for

UNS Electric, UNS Electric and Tucson Electric Power Company ("TEP"), was

1 8 not me t. The  fina ncia l pe rforma nce  goa l wa s  not me t, in  pa rt, be ca us e  of

1 9

20

unpla nne d outa ge s  a t the  coa l ge ne ra ting units  which re quire d TEP  to purcha se

powe r on the  ope n ma rke t. In discuss ions  with the  Boa rd of Dire ctors , the  de s ire

2 1 wa s  to re cognize  e mploye e  a chie ve me nts  dis tinct from fina ncia l me a sure s . The

22

23

24

25

A.

Boa rd  de e me d it a ppropria te  to  imple me nt a  S pe cia l Re cognition  Awa rd  to

e mploye e s  for a chie ve me nts  in 2005. Norma lly, P EP  is  pa id a t 50% to 150% of

ta rge t, the  Specia l Recognition Aware  was  pa id a t approximate ly 42% of the  ta rge t

for each of the  opera ting companies."
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1 C-8

2 Q-

Supplemental Executive Retirement Program Expense

Please explain Staff Adjustment C-8.

3 This  adjustment removes 100% of the  expense  for the  Supplementa l Executive  Retirement

4 P la n  ("S ERP ").

executives .

The  S ERP  provide s  s upple me nta l re tire me nt be ne fits  for s e le ct

5

6

Ge ne ra lly, S ERP s  a re  imple me nte d for e xe cutive s  to provide  re tire me nt

be ne fits  tha t e xce e d a mounts  limite d in qua lifie d pla ns  by Inte rna l Re ve nue  S e rvice

7

8

9

10

11

12

13

("IRS ") limita tions . Compa nie s  us ua lly ma inta in tha t providing s uch s upple me nta l

re tirement benefits  to executives  is  necessa ry in order to ensure  a ttraction and re tention of

qua lifie d e mploye e s . Typica lly, S ERP s  provide  for re tire me nt be ne fits  in e xce s s  of the

limits  pla ce d by IRS  re gula tions  on pe ns ion pla n ca lcula tions  for s a la rie s  in e xce s s  of

specified amounts . IRS  re s trictions  can a lso limit the  Company 401(k) contributions  such

tha t the  Compa ny 401(k) contribution a s  a  pe rce nt of s a la ry ma y be  sma lle r for a  highly

pa id executive  than for other employees .

14

15 Q-

16

17

Are you aware of any recent Commission decisions that reached similar conclusions

regarding the appropriate ratemaking treatment of incentive compensation and

SERP expense?

18

19

20

21

22

Ye s . As  a n  illus tra tive  e xa mple , in  De cis ion  No. 68487 , Fe brua ry 23 , 2006 , in  a

Southwes t Gas  Corpora tion ra te  ca se , the  Commiss ion adopted S ta ff's  recommenda tion

for a n e qua l s ha ring of cos ts  a s s ocia te d with tha t utility's  ma na ge me nt ince ntive  pla n

compe ns a tion e xpe ns e , a nd a dopte d a  re comme nda tion by RUCO to re move  S ERP

expense . In reaching its  conclusion regarding SERP, the  Commission s ta ted on page  19 of

Order 68487 tha t:23

24

25

26

A.

A.

"Although we  re jected RUCO's  a rguments  on this  issue  in the  Company's  la s t ra te

proce e ding, we  be lie ve  tha t the  re cord in this  ca s e  s upports  a  finding tha t the

provis ion of additiona l compensa tion to Southwest Gas ' highest pa id employees  to
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1

2

3

4

5

6

remedy a perceived deficiency in retirement benefits  relative to the Colnpany's

other employees is not a reasonable expense that should be recovered in rates.

Without the SERP, the Company's officers still enjoy the same retirement benefits

available to any other Southwest Gas employee and the attempt to make these

executives  'whole ' in the  sense  of a llowing a  greater percentage of re tirement

benefits does not meet the test of reasonableness. If the  Company wishes  to

provide additional retirement benefits above the level permitted by IRS regulations

applicable to all other employees it may do so at the expense of its shareholders.

However, it is not reasonable to place this additional burden on ratepayers."

7

8

9

10

11 Q- What adjustment related to UNS Electric's SERP expense do you recommend?

12

13

I re comme nd the  a djus tme nt to re move  UNS  Ele ctric's  e xpe nse  for the  S ERP , which is

shown on Schedule  C-8 and reduces O&M expense  by $83,506.

14

15

16

Stock Based Compensation

Please explain Staff Adjustment C-9.

17

18

19

20

This  adjus tment decrea se s  te s t yea r expense  by $82,873 for the  remova l of s tock-based

compe ns a tion to office rs  a nd e mploye e s . The  e xpe ns e  of providing s tock options  a nd

othe r s tock-based compensa tion to office rs  and employees  beyond the ir norma l leve ls  of

compensation should be borne by shareholders and not by ra tepayers.

21

22

23

C-10 Property Tax Expens e

Please explain Staff Adjus tment C-10.Q-

24

25

26

A.

A.

A. This  adjus tment re flects  the  known s ta tutory a sse ssment ra tio of 23.5 pe rcent applicable

for 2008, whe n ra te s  in this  ca se  a re  e xpe cte d to be come  e ffe ctive . The  Arizona  S ta te

Le gis la ture  pa s se d House  Bill No. 2779 which s e t a  ne w ra te  s che dule  for prope rty ta x



Utility: UNS Electric, Inc. UNS Gas, Inc. Southwest Gas Corp.
Dog<et: E-04204A-06-0783 G-04204A-06-0463 G-01551A-04-0876

Test Year Ended: June 30, 2006 December 31, 2005 August31, 2004
New Rates EffeCtive: Early 2008 mid-2007 Order issued 2/23/06

Estimated Filing lntewalz 3 years or less 3 years 3 to 4 years
Assessment Rate Used: 23.5 24 percent 24.5 percent

Corresponding Effective Year: 2008 2007 2006
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1

2

3

4

assessments . The  new assessment ra te  schedule  provides  for decreas ing the  25 pe rcent

ra te  applicable  in 2005 in 0.5 pe rcent s teps  each yea r until a  20 pe rcent ra te  is  a tta ined in

2015. The  Compa ny's  ca lcula tion us e d a  24 pe rce nt a s s e s s me nt ra te  a nd thus  fa ils  to

recognize  the  impact of this  known tax change  prospective ly.

5

6 Q- How did Staff determine its recommended assessment rate?

7

8

9

1 0

11

1 2

1 3

1 4

The  current a ssessment ra te  in 2007 is  24 pe rcent, and this  will decrease  to 23.5 pe rcent

for 2008, which is  whe n ra te s  e s ta blis he d in this  proce e ding a re  to be  in e ffe ct. S ta ff

concluded tha t s ince  the  Commiss ion approved ra te s  a re  expected to become e ffective  in

ea rly 2008, a rid the  Company's  anticipa ted ra te  case  inte rva l is  three  yea rs , a s  evidenced

by the  Company's  proposed norma liza tion pe riod for ra te  ca se  expense , the  prope rty tax

assessment ra tio tha t will be  in e ffect for 2008 of 23.5 percent is  appropria te .

In te rms of de te rmining the  recommended assessment ra tio, I a lso considered how Sta ff' s

re comme nda tion in  the  curre nt UNS  Ele ctric ra te  ca s e  compa re s  with S ta ffs  s imila r

1 5 de te rmina tion in the  recent Southwes t Gas  and UNS Gas  ra te  ca se s . This  comparison is

1 6

1 7

summarized in the  following table :

1 8

1 9

20

2 1

22

A.

In the  Southwest Gas  case , it appears  tha t the  utility, S ta ff and RUCO a ll ultimate ly agreed

on the  a ppropria te ne s s  of us ing a  24.5 pe rce nt a s s e s s me nt ra te  e ffe ctive  for 2006 in

conjunction with the  te s t ye a r in tha t ca s e  e nding Augus t 31, 2004. The  infonna tion

shown a bove  for UNS Ga s  re fle cts  S ta ff a nd RUCO proposa ls , with which UNS Ga s  did
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1

2

not agree . I be lieve  the  appropria teness  of us ing the  known 23.5 pe rcent a ssessment ra te

in the  current UNS Electric ra te  case  is  supported by the  comparison in the  above  table .

3

4 Q- What is Staff's recommended property tax expense adjustment?

5

6

As shown on S che dule  C-10, S ta ff" s  re comme nde d a djus tme nt re duce s  UNS  Ele ctric's

proposed property tax expense  by $59,747.

7

8

9 Q~

C-11 Rate Case Expense

Please discuss the allowance for rate case expense.

1 0

11

UNS  Ele ctric's  tiling re que s ts  a n a mount of $600,000 for ra te  ca se  e xpe nse  norma lize d

over a  three  year period, for an a rlnual a llowance  of $200,000 per year.

1 2

1 3 Q. Does the fact that this is the first rate case for UNS Electric justify a $600,000 rate

1 4

1 5

1 6

1 7

1 8

case expense?

No. While  the  curre nt ca s e  ma y be  the  firs t ra te  ca s e  for this  utility ope ra tion unde r its

curre nt owne rship, it is n 't the  firs t ra te  ca s e  fo r th is  u tility.  Th is  e le c tric  u tility ha d

pe riodic, re curring ra te  ca se s  unde r its  prior owne rship by Citize ns  Utilitie s . The  tra ns fe r

of owne rs hip s hould not be  a n e xcus e  for cha rging ra te pa ye rs  for wha t a ppe a r to be

1 9 excessive amounts of ra te  case cost.

20

2 1

22

23

24

25

A.

A.

A.

Moreove r, the  current UNS Electric ra te  ca se  is  s imila r to and pre sents  many of the  same

issues, such as  revisions to a  PGA/PPFAC mechanism, adjustments  to opera ting expenses

for ince n tive  compe ns a tion  a nd  S ERP , e tc .,  tha t we re  re ce n tly a ddre s s e d  by the

Commis s ion  in  Docke t No . G-0155 lA-04-0876 , a  ra te  ca s e  invo lving  a  la rge  ga s

dis tribution utility in  the  s ta te , S outhwe s t Ga s  Corpora tion. S ta ff be lie ve s  tha t the
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1 Southwest Gas case  provides a  reasonable  benchmark for what a  reasonable  a llowance for

ra te  case  cost should be  in the  current UNS Electric ra te  case .2

3

4 Q-

5

What does  S ta ff recommend for the  a llowance  for ra te  cas e  expens e  for UNS Elec tric

in this  proceeding?

6

7

8

9

10

11

12

13

14

15

16

17

Staff recommends an annua l a llowance  of $88,333 per year, based on a  tota l of $265,000

nonna lize d ove r thre e  ye a rs . The  tota l a mount of ra te  ca se  e xpe nse  re que s te d by UNS

Ele ctric of $600,000 a nd the  a nnua l a llowa nce  of $200,000 pe r ye a r ove r a  thre e -ye a r

period appears to be  excessive and would represent an unreasonable  burden on ra tepayers.

The  a mount of $600,000 re que s te d by UNS  Ele ctric is  ove r 2.5 time s  a s  high a s  the

amount of ra te  case  expense  a llowed by the  Commiss ion in the  Southwest Gas  ra te  case ,

which  wa s  $235,000 in  to ta l, a nd  which  wa s  norma lize d  ove r a  thre e -ye a r pe riod .

Although S outhwe s t Ga s  is  a  la rge r utility tha n UNS  Ele ctric, the  curre nt UNS  Ele ctric

ra te  ca s e  ha s  s imila ritie s  to the  S outhwe s t Ga s  ra te  ca s e  in te rms  of both the  s cope  of

is sues  in the  ca se s , and the  ma jority of e ach applica tion be ing sponsored by in-house  or

a ffilia ted company s ta ff. S ta ff Adjus tment C-11 reduces  the  $200,000 annua l amount tha t

wa s  re que s te d in the  Compa ny's  origina l tiling for ra te  ca s e  e xpe ns e  by $111,667 to

provide  for an annua l a llowance  of $88,333 per year.18

19

20

21

C-12 Edison Electric Institute Dues

Q. Please explain Staff's proposed adjustment for Edison Electric Institute dues.

22

23

24

A.

A. This  adjus tment is  shown on Schedule  C-l2 and reduces  te s t yea r expense  by $8,470. It

re flects  the  remova l of 49.93 pe rcent of EEl core  dues  and 100 pe rcent of the  EEl UARG

dues.
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1 Q~

2

How does Staff's proposed adjustment for Edison Electric Institute dues compare

with UNS Electric's proposed treatment of such dues?

3

4

As noted above , S ta ffs  adjus tment re flects  the  remova l of 49.93 pe rcent of EEl core  dues

and 100 pe rcent of the  EEl UARG dues . UNS Electric's  filing re fle cted the  remova l of 20

percent of the  EEl core  dues  (apparently only the  direct lobbying portion), and none  of the

EEl UARG due s .

5

6

7

8

9

10

11

Q- How did you determine the portion of EEl core dues that should not be charged to

ratepayers?

I obtained a classification by NARUC category for EEl Core Dues activities for the year

ended December 31, 2005. This is shown on Schedule C-12, page 2. EEl Core Dues

relating to the following activities should be excluded from rates:12

13 O

14 O

15

16

O

Legislative Advocacy

Regulatory Advocacy

Advertising

17

18

19

20

o  Ma rke tin g

o P ublic  Re la tions

The  sum of EEl Core  Dues  activitie s  for these  NARUC ca tegories  tota ls  49.93 pe rcent, a s

shown on Schedule  C-12, page 2.

21 Q- What is  the  purpos e  of the  NARUC-des igna ted ca tegoriza tion of EEl expenditures ?

22

23

24

25

26

A.

A.

A. The purpose of the NARUC-designated categorization of EEl expenditures is to provide

regulatory commissions with information that is useful in helping them decide which, if

any, of the costs of the association should be approved for inclusion in utility rates. Often,

state commissioners review the costs of the association charged or allocated to the utilities

in their jurisdiction in accordance with the policies of their commission for treatment of
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1

2

3

4

cos ts  d ire ctly incurre d  by the  s ta te 's  u tilitie s  for s imila r a ctivitie s . Ce rta in expense

ca tegorie s  may be  viewed by some  S ta te  commiss ions  a s  potentia l vehicle s  for cha rging

ra tepaye rs  with such cos ts  a s  lobbying, advocacy or promotiona l activitie s  which may not

The  NARUC-de s igna te d ca te gorie s  of EEl e xpe nditure s  a re  thusbe  to  the ir be ne fit.

5 intended to be  he lpful to s ta te  utility regula tory commiss ions .

6

7 Q-

8

Was .this same percentage for the EEl core dues disallowance recently used in any

other electric utility rate cases?

9 Ye s . The  Arka ns a s  P ublic S e rvice  Commis s ion in Docke t No. 06-101-U, a n Ene rgy

1 0

1 1

1 2

Arkansas , Inc., ra te  case , in Order No. 10 (6/15/07) adopted a  s imila r adjus tment to re flect

the  disa llowa nce  of 49.93 pe rce nt of EEl core  due s . This  49.93 pe rce nt disa llowa nce  of

EEl core  dues  corresponds to the  above-identified activity ca tegories .

1 3

1 4 Q. Wh a t is  UARG?

1 5

1 6

1 7

1 8

1 9

UARG is  the  EEl Utility Air Re gula tory Group, which EEl some time s  a lso re fe rs  to a s  the

"S e pa ra te ly Funde d Activity" ("S FA") for Environme nt. This  group, like  the  othe r EEl

se pa ra te ly funde d a ctivitie s  (or "U-groups") a dvoca te s  the  e le ctric utility indus try's  vie ws

be fore  le gis la tive , re gula tory, a nd judicia l bodie s . The re fore , the se  cos ts  should not be

borne  by ra te pa ye rs . I re comme nd dis a llowing $5,477 of UARG due s  from the  cos t of

20 se rvice .

2 1

22 Q-

23

Did  UNS  Ele c tr ic  p ro vid e  in fo rm a tio n  fro m  EEl in d ic a t in g  th e  n o n -d e d u c tib le

pe rcentage  for UARG?

24 Ye s . A le tte r Hom EEl da te d July 26, 2006, s ta te s  tha t 100 pe rce nt of such a ctivitie s  a re

25

A.

A.

A.

non-deductible :
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1

2

"We  ha ve  comple te d the  ca lcula tion of EEl's  a ctua l e xpe nditure s  re la ting to

1 0 0 % o f th einflue ncing le gis la tion for ca le nda r ye a r 2005.

a s s e s s me n t fo r the  S FA fo r Environme n t we re  de vo te d  to  non-de ductib le

A to ta l o f

3

4 a ctivitie s .77

5

6 EEl's  le tte r re fe rs  to  UARG a s  the  S FA for Environme nt. EEl's  invoice s  re fe r to  the

7

8

9

1 0

S OFA-Environme nt by its  tra ditiona l de s igna tion, UARG. Associa tion a ctivitie s  such a s

lobbying a nd influe ncing le gis la tion is  cons ide re d a  "non-de ductible  a ctivity" for fe de ra l

income  ta x purpose s . Accordingly, 100 pe rce nt of the  UARG due s  re la te d to  "non-

deductible  activity" should be  disa llowed for ra temaking purposes .

1 1

1 2

1 3

C-13 Other Membership and Industry Association Dues

Please explain Staff's proposed adjustment for Other Membership and Industry

Association Dues. .

Q-

1 4

1 5

1 6

1 7

This  a djus tme nt re duce s  te s t ye a r e xpe nse  by $ $6,482, a s  shown on Sche dule  C-13 to

re move  othe r dis cre tiona ry me mbe rs hip a nd indus try a s s ocia tion due s  which a re  not

needed for the  sa fe  and re liable  provis ion of e lectric utility se rvice .

1 8

1 9

20

2 1

22

23

This  a djus tme nt include s  the  re mova l of the  $1,750 for the  Arizona -Me xico Commiss ion

identified in the  Company's  response  to da ta  reques t STF 3.55. The  Company's  response

to Mr. Magrude r's  second se t of da ta  reques ts , MM DR 2.27, s ta te s  tha t: "The  $1,750 for

the  Arizona -Me xico Commiss ion should ha ve  be e n re move d from e xpe nse s  include d in

the  revenue  requirement. This  invoice  was  ove rlooked in e rror and will be  adjus ted out of

24 test year expense."

25

A.
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1 Q-

2

Do you have any other recommendations concerning UNS Electric's participation in

industry associations that the Company seeks to charge to ratepayers?

3

4

Ye s . With a ny future  ra te  filing in which UNS Ele ctric ma y se e k ra te  re cove ry of indus try

association dues or trade associa tions, the  Company should include  a  cost-benefit ana lysis ,

5 re fle cting a ll be ne fits  it de e ms  it ha s  re ce ive d ove r the  prior 24 month pe riod from a ny

Such cos t-be ne fit6

7

s e e ks  me mbe rship cos t re cove ry.

utility-a s s e rte d be ne fit of me mbe rs hip, s howing the  tie

8

tra de  orga niza tion  for which  it

a na lys is  s hould qua ntify e a ch

be twe e n the  orga niza tion 's  a ctivitie s  a nd the  be ne fits  which a re  dire ctly provide d to

9 ra tepayers .

10

11

12 Q-

C-14 Interest Synchronization

Please explain your interest synchronization adjustment.

13

1 4

15

16

The  in te re s t s ynchron iza tion  a d jus tme nt a pp lie s  the  we igh te d  cos t o f de b t to  the

ca lcula tion of te s t ye a r income  ta x e xpe nse . Afte r a djus tme nts , my propose d ra te  ba se

diffe rs  from tha t of the  Compa ny. This  re s u lts  in  a n  a djus tme nt to  the  a mount of

s ynchronize d inte re s t include d in the  ta x ca lcula tion. The  ca lcula tion of the  inte re s t

17 s ynchroniza tion a djus tme nt is  s hown on S che dule  C-14. This  a djus tme nt incre a se s

18

19

income tax expense  by the  amount shown on Schedule  C-14 and decreases the  Company'

achieved opera ting income by a  s imila r amount.

20

21

22

C-15 Depreciation Rates Correction

Please explain Staff adjustment C-15.Q.

23

24

25

A.

A.

A. This  a djus tme nt re duce s  a nnua lize d de pre cia tion e xpe ns e  by $63,105 to corre ct the

Compa ny's  propose d de pre cia tion ra te  for tra nsporta tion e quipme nt. The  Compa ny's

response to data request STF 3.39 states that:
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1

2

3

4

5

"Fos te r Associa te s  inadvertently fa iled to include  a  10 pe rcent ne t sa lvage  ra te  for

UNS  Ele ctric tra ns porta tion e quipme nt. The  impa ct of this  ove rs ight would be  a

furthe r re duction in 2006 a nnua lize d a ccrua ls  of $143,297. It is  the  opinion of

Foste r Associa tes  tha t the  magnitude  of the  additiona l deprecia tion reduction does

not wa rrant a  re filling of the  deprecia tion s tudy."

6

7

8

The  Compa ny's  re s pons e  to da ta  re que s t S TF 11.8 provide d a dditiona l de ta ils  on the

impact of the  deprecia tion ra te  correction.

9

10 Q-

1 1

12

Do you agree with the Colnpany's depreciation witness, Dr. Ronald White, that the

magnitude of the additional depreciation reduction does not warrant a re-filing of

the depreciation study?

1 3

14

Yes. I agree  tha t the  deprecia tion ra te  s tudy sponsored by Dr. White  does  not need to be

re -filed. However, the  e rror correction should be  re flected in the  ca lcula tion of annua lized

15

16

17

18

de pre cia tion e xpe ns e . Additiona lly, the  Commis s ion s hould a pprove  a nd UNS  Ele ctric

should then use  prospective ly, the corrected de pre cia tion ra te s  tha t we re  provide d in the

response to data  request STF 11.8 (as opposed to the uncorrected rates that were presented

in Dr. White 's  e xhibit).

19

20 Q What is the impact on depreciation expense?

21

22

23

24

A.

A. As  shown on Sche dule  C-15, pa ge  1, the  Compa ny's  propose d a nnua lize d de pre cia tion

e xpe ns e  (Account 403) is  re duce d by $64,872 a nd the  a mortiza tion  of u tility p la nt

a cquis ition a djus tme nt (Account 406, which is  a  cre dit to e xpe nse ) is  re duce d by $l,767,

for a  net reduction to operating expense of $63,105 .
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1 Q- What is shown on the other pages of Schedule C-15?

2

3

4

5

6

The other pages  of Schedule  C-15 show the  ca lcula tion of this  adjustment in de ta il.

Schedule  C-l5, page  2, shows  the  following informa tion:

o S e ction A s hows  the  De pre cia tion Ra te s  for Tra ns porta tion Equipme nt (be fore

corre ction) a s  a pplie d to the  Tra ns porta tion Equipme nt pla nt ba la nce s  by UNS

Ele ctric (from the  UNS  Ele ctric workpa pe rs ). This  produce d tota l a nnua lize d

7

8

9

10

11

1 2

1 3

1 4

1 5

deprecia tion on Transporta tion Equipment of $1,534,515.

o Section B shows the  corrected Deprecia tion Rates  for Transporta tion Equipment as

a pplie d to the  Tra ns porta tion Equipme nt pla nt ba la nce s . This  produce s  tota l

a rmualized deprecia tion on Transporta tion Equipment of $1,378,197.

o S e ction C s hows  the  de riva tion of S ta ffs  pro forma  a djus tme nt for De pre cia tion

Expe nse  in Account 403. The  de cre a se  to a nnua lize d De pre cia tion Expe nse  on

Tra ns porta tion Equipme nt of $156,318 is  multiplie d by die  O&M pe rce nta ge  of

41.5 pe rce nt to de rive  the  de cre a se  in De pre cia tion Expe nse  cha rge d to O&M of

$64,872.

1 6

1 7

1 8

Schedule  C-l5, page  3 of 4, shows this  same result (as  a  check) with re fe rences  to de ta iled

supporting information tha t is  shown in Schedules  C-15.1 and 15.2, respective ly.

1 9

2 0

2 1

Schedule  C-15, page  4 of 4, is  s imila r to the  presenta tion on Schedule  C-15, page  2. Page

4  s hows  the  de riva tion  of the  S ta ff a d jus tme nt for the  Amortiza tion  of Acquis ition

22

A.

Discount, Account 406, of $1,767.
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1 Q. You mentioned that Schedule C-15 references Schedules C-15.1 and C-15.2. What is

2 shown on those Schedules?

3 S che dule  C-15.1 re produce s  the  Compa ny's  de ta ile d ca lcula tion workpa pe rs  re la ting to

4

5

the  Company's  deprecia tion annualiza tion adjustment. Schedule  C-15.2 presents  the  same

in fo n n a tio n ,  in  th e  s a me  fo n n a t,  b u t Ra te s  fo rwith  the  corre cte d  De pre cia tion

6

7

Tra nsporta tion Equipme nt. As  note d  a bove , the  corre cte d  De pre cia tion  Ra te s  for

Transporta tion Equipment were  provided by the  Company in response  to da ta  request STF

11 .8.8

9

1 0 Q-

1 1

1 2

Do you address other aspects of the new depreciation rates proposed by UNS

Electric, not directly related to a Staff operating expense adjustment, in another

section of your testimony?

1 3

1 4

Yes . In Section V of my te s timony, I addre ss  othe r a spects  of the  new deprecia tion ra te s

proposed by UNS Electric.

1 5

1 6

1 7

C-16 Emergency Bill As s is tance Expens e

Pleas e  expla in  S ta ff Adjus tment C-16.Q-

1 8

1 9

20

2 1

This  a djus tme nt incre a s e s  te s t ye a r e xpe ns e  to be  include d in the  ba s e  ra te  re ve nue

re quire me nt de te rmina tion by $20,000 to  provide  for a n  incre a s e  re que s te d by the

Compa ny for e me rge ncy bill a s s is ta nce . UNS  Ele ctric ha d include d this  $20,000 in its

re que s t for incre a s e d funding for its  low-income  we a the riza tion progra m. UNS  Ele ctric

22 a ls o  re q u e s te d  th a t th e  lo w-in co me  we a th e riza tio n  p ro g ra m b e  in c lu d e d  in  th e

23

24

25

26

A.

A.

A.

Commis s ion-a pprove d De ma nd S ide  Ma na ge me nt (DS M) progra ms . S ta ff a gre e s  with

incre a s ing the  Compa ny's  re que s te d a llowa nce  for e me rge ncy bill a s s is ta nce  by the

$20,000, but disa gre e s  tha t this  should be  pa rt of a  DS M progra m or tha t this  pa rticula r

e xpe nse  should be  include d in the  se pa ra te  DSM surcha rge  ra te . Accordingly, S ta ff ha s
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1

2

3

4

re fle cte d the  $20,000 incre a se  in e me rge ncy bill a s s is ta nce  a s  a n incre a se  to ope ra ting

expenses , so this  can be  included in base  ra tes , and has  excluded this  expense  from DSM

programs . As  shown on Schedule  C-16, this  adjus tment increa se s  ope ra ting expense  by

$20,000. The  te s timony o f S ta ff witne s s  J u lie  McNe e ly-Kirwa n  con ta ins  fu rthe r

explanations of Staff' s  reasons for this  trea tment.5

6

7

8

9

10

C-17 Markup Above Cost for Charges from Affiliate, Southwest Energy Services

Q, How is UNS Electric charged for services provided by the affiliated company,

Southwest Energy Services?

11

12

13

14

15

16

As described in the  Company's  responses  to da ta  requests  STF 3.70, STF 10.4, STF 10.5,

S TF 10.6 a nd S TF 11.10, S outhwe s t Ene rgy S e rvice s  ("S ES ") is  a n a ffilia te d compa ny

tha t pe rforms  supplementa l work force  se rvice s  to UNS Electric and othe r a ffilia te s . SES

provides  me te r reading se rvice s  for UNS Electric. SES  began reading UniSource  Ene rgy

Service , Inc.'s  e lectric mete r reads  in February 2005. As described in the  response  to da ta

request STF 10.6,

"Whe n S ES  provide s  supple me nta l work force  s e rvice s  to UNS  Ele ctric, TEP  or

o th e r a ffilia te s ,  S E S  c h a rg e s  a  1 0 %  ma rk-u p  o n  th e  b a s e  wa g e s  o f th e

supplementa l worker.

17

18

19

2 0

2 1

22

23

In addition, SES charges  the  cos t of employer's  taxes , workers ' compensa tion and

be ne fits . For e xa mple , for a  s upple me nta l a dminis tra tive  a s s is ta nt tha t is  pa id

$1200 pe r hour, S ES  would cha rge  ($12.00 + $1.20 ma rkup) pe r hour, p lus

employer's  taxes , worker's  compensa tion and benefits  (cos t)."

24

25

26

A.

S ta ff da ta  re que s t S TF 15.1 re que s te d a dditiona l informa tion in orde r to qua ntify a n

adjus tment to remove  the  10 pe rcent markup in the  cha rges  from the  a ffilia te , SES , from
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1

2

3

UNS Electric's  te s t yea r expenses . As  of June  26, 2007, the  re sponse  to STF 15.1 s ta ted

tha t: "UNS  Ele ctric  is  in  the  proce s s  of ga the ring  informa tion  a nd will provide  the

response  to this  da ta  request as  soon as the  compila tion is  available ."

4

5 v. DEPRECIATION RATES

6 Q- Please discuss the new depreciation rates that UNS Electric has proposed.

7

8

The  deve lopment of new deprecia tion ra te s  is  addressed in the  te s timony of UNS Electric

witne ss  Rona ld White , who sponsors  the  Compa ny's  2006 de pre cia tion ra te  s tudy. The

9 table  presented a t page  10 of Dr. White 's  te s timony summarizes  the  overa ll changes . The

1 0

1 1

1 2

1 3

1 4

1 5

deprecia tion ra tes  proposed by primary account a re  equiva lent to a  composite  ra te  of 4.18

percent. This  is  a  re duction of 0.35 pe rce nta ge  points  in compa ris on to the  curre nt

compos ite  ra te  of 4.53 pe rcent. On December 31, 2005, plant inves tment, the  diffe rence

be twe e n the  curre nt a nd propos e d ne w de pre cia tion ra te s  produce s  a  de cre a s e  in

a nnua lize d de pre cia tion e xpe ns e  for the  e le ctric utility of $1,231,943 This  is  s hown on

Sta tement B, a t numbered page  18 of Dr. White 's  Attachment REW~2.

1 6

1 7

1 8

1 9

20

2 1

22

23

As de scribe d in the  Compa lly's  re sponse s  to da ta  re que s ts  S TP  3.39 a nd S TF 11.8, a n

a dditiona l re duction in a nnua lize d de pre cia tion e xpe nse  a t the  ne w ra te s , compute d on

De ce mbe r 31, 2005 pla nt inve s tme nt of $143,297 is  ne ce ssa ry to corre ct a n e rror in the

deprecia tion s tudy. As  de s cribe d in the  re s pons e  to da ta  re que s t S TF 3.39, the  e rror

re sulte d from Fos te r Associa te s ' ina dve rte nt fa ilure  to include  a  10 pe rce nt ne t s a lva ge

ra te  for UNS  Ele ctric tra ns porta tion e quipme nt. The  re s ults  of corre cting this  e rror a re

summarized in the  following table :

24

A.
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Summary of Proposed Depreciation Rates and Accrual Before and After Error Correction
12/31/2005

Plant
Line Description Investment Pres ent Propos ed Diffe re n c e

(D)(A) (C )

1

2

Proposed Before Error Correction [a]:
Total Utility $ 347,839,970
Equivalent Composite Rate

s

(B)

15,761,231 s
4.53%

14,529,288 $
4.18%

(1,231,943)

3
4

Pro p o s ed  Afte r Co rrec tin g  Erro r [b ]:
Tota l Utility s 347,839,970
Equivalent Compos ite Rate

$ 15,761,231 $
4.53%

14,385,991 s
4.14%

(1,375,240)

5 Difference in total annual accrual due to error correction [b] $ (143,297) $ (143,297)

1

Source:
[a ] UNS  Electric, Direct Tes timony of Dr. Ronald White, Exhibit REW-2, pages  3 and 18.
[b] Responses  to Data Reques ts  STF 3.39 and 11.8

2 Q-

3

4

Why is the Staff adjustment C-15, which you discussed above, different in amount

from the $143,297 correction to UNS Electric's annual depreciation accrual

identified in the responses to data requests STF 3.39 and STF 11.8 and summarized

5 in the above table?

6 It is  diffe re nt be ca us e  of thre e  fa ctors . Firs t, the  $143,297 wa s  ca lcula te d us ing pla nt

7

8

9

1 0

1 1

1 2

1 3

investment as  of December 31, 2005, whereas S ta ff adjustment C-15 used the  Company's

June  30, 2006 adjus ted plant ba lances . Second, the  $143,297 re flects  the  impact on the

a nnua l de pre cia tion a ccrua l be fore  cons ide ring tha t a  portion of the  de pre cia tion on

tra ns porta tion e quipme nt is  ca pita lize d a nd the re fore  is  not cha rge d to O&M e xpe ns e .

S ta ff a djus tme nt C-l5 re fle cts  the  e xpe ns e d portion of de pre cia tion on tra ns porta tion

equipment. Third  a nd  fina lly, S ta ff a djus tme nt C-l5 re fle cts  a  re la te d impa ct of the

deprecia tion ra te  correction on amortiza tion of the  acquis ition adjus tment discount, which

1 4

A.

is  not re flected in the  $143,297.
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1 Q- P le a s e  b rie fly d e s c rib e  th e  in fo rma tio n  yo u  re vie we d  c o n c e rn in g  UNS  Ele c tric 's

2 propos ed deprecia tion ra tes .

3

4

5

6

The  infonna tion I re vie we d include d the  Cornrnis s ion's  rule s  re ga rding de pre cia tion,

te s timony a nd e xhibits  from the  prior ra te  ca se , UNS Ele ctric's  a pplica tion a nd te s timony

in the  current ca se , UNS Electric's  re sponse s  to da ta  reques ts  of S ta ff and othe r pa rtie s ,

Exce l file s  supporting UNS  Ele ctric witne s s  Rona ld White 's  de riva tion of UNS  Ele ctric's

7 de pre cia tion ra te s , informa tion provide d to me  by S ta ff, a nd othe r publicly a va ila ble

informa tion.8

9

1 0 Q- What Commission rules address the treatment of depreciation?

1 1

1 2

1 3

1 4

1 5

1 6

1 7

The  Commiss ion's  rule s  a t R14-02-102 a ddre ss  the  tre a tme nt of de pre cia tion. A copy of

these  rules  a re  presented, for ease  of re ference , in Attachment RCS-3. The  current vers ion

of the  rule s  a ppe a r to ha ve  be e n a dopte d e ffe ctive  April 9, 1992. This  pre -da te s  the

adoption of S ta tement of Financia l Accounting S tanda rds  No. 143, "Accounting for Asse t

Re tire me nt Obliga tions" which ha s  re sulte d in re vis ions  for fina ncia l re porting purpose s ,

a mong othe r things , of the  pre se nta tion of cos t of re mova l informa tion. I dis cus s  S FAS

No. 143 in more  de ta il subsequently in my te s timony.

1 8

1 9 Q- Did  UNS  Ele c t r ic  file  a  n e w  d e p re c ia t io n  s tu d y  in  th e  c u rre n t  ra te  c a s e ?

20 Ye s . Exhibit REW-2 a tta che d to Dr. White 's  te s timony is  the  2006 De pre cia tion Ra te

2 1 S tudy for UNS  Ele ctric, Inc.

22

23 Q- Please discuss the Company's proposed depreciation rates and how they were

24 de rive d .

25

26

A.

A.

A.

A. The  ne w de pre cia tion ra te s  propos e d by UNS  Ele ctric a re  s umma rize d in Compa ny

witne s s  Dr. White 's  te s timony a nd a re  s hown in  de ta il in  h is  Exhibit REW-2. The
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1

2

Company's  proposed ra te s  were  deve loped us ing a  deprecia tion sys tem composed of the

s tra ight-line  method, broad group procedure  and remaining life  technique .

3

4 Q- What impac t do the  new deprec ia tion ra tes  propos ed by UNS Elec tric  have?

5

6

7

8

9

10

11

12
. . g

On a  compos lte  ba s is  ,

13

14

15

As summarized on page  10 of Dr. White 's  te s timony, based on December 31, 2005 plant

inve s tme nt, the  ne w de pre cia tion ra te s  propose d by UNS  Ele ctric decrease deprecia tion

e xpe ns e  by $1 ,231,943 (from $15,761,231 a t pre s e nt ra te s  to  $14,529,288 a t the

Compa ny's  propose d ra te s ). As  de s cribe d a bove , a lte r corre cting for a n e rror in the

deprecia tion study tha t is  discussed in the  Company's  responses to da ta  requests  STF 3.39

and STF 11.8, the  revised annua l accrua l is  314,385,991, and the  annua lized decrease in

the  deprecia tion accrua l from exis ting ra tes  is  $1,375,240

a fte r re fle cting the  e rror correction de scribed in the  re sponse s  to

da ta  re que s ts  S TF 3.39 a nd S TP  11.8, the  Compa ny's  propose d ne w ra te s  produce  a n

de cre a s e  of 0 .39 pe rce nta ge  points , from the  curre nt compos ite  ra te  of 4 .53% to a

composite  a t new ra tes  of 4.14%.

16

17 Q-

18

19

Before d is c us s ing  s pe c ific  is s ue s a s s o c ia te d  with UNS Ele c tric 's  p ro p o s e d

d e p re c ia tio n  ra te s , c o u ld  yo u  p le a s e  p ro vid e  yo u r u n d e rs ta n d in g  o f s o me  b a s ic

deprec ia tion te rminology?

20 Yes, of course .

21

22 Q- What is  deprec ia tion?

23

24

The  Commis s ion 's  rule s  a t R14-2-l02(A)(3) de fine  "de pre cia tion" a s  "a n a ccounting

process  which will pe rmit the  recove ry of the  origina l cos t of an a sse t le ss  its  ne t sa lvage

ove r the  se rvice  life ."25

A.

A.

A.

8 UNS Electric does  not apply its  deprecia tion ra tes  on a  composite bas is , this  information is  for comparative
purposes  only.
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1 Q. What is net salvage?

2 The  Commiss ion's  nlle s  a t R14-2-l02(A)(5) de fine  "ne t sa lva ge " a s  "the  sa lva ge  va lue  of

3 property less the cost of removal.77

4

5 Q- What is  "s a lvage  va lue"?

6

7

8

9

The  Commiss ion's  rule s  a t R14-2-l02(A)(5) de fine  "sa lvage  va lue" a s :

"the  a mount re ce ive d for a s se ts  re tire d, le s s  a ny e xpe nse s  incurre d in s e lling or

pre pa ring the  a s s e ts  for s a le , or if re ta ine d, the  a mount a t which the  ma te ria l

recoverable  is  chargeable  to materia ls  and supplies , or other appropria te  accounts ."

1 0

1 1 Q- What is the "cost of removal"?

1 2 The  Commiss ion's  rule s  a t R14-2-102(A)(5) de fine  the  "cos t of re mova l" a s  "the  cos t of

1 3 abandoning of physical assets,

1 4

demolishing, dismantling, removing, tearing down, or

including the cost of transportation and handling incidental thereto.97

15

1 6 Q- What is  deprecia tion expens e?

1 7

1 8

1 9

20

2 1

22

Depreciation expense is a charge to operating expense to reflect the recovery of

depreciable utility plant. Depreciation rates are applied to a utility's depreciable utility

plant to determine the amount of depreciation expense. Public utility depreciation expense

is typically straight-line over the service life which results in an equal share of the cost of

assets being assigned or allocated to expense each year over the service life of the assets.

A service life is the period of time during which depreciable plant and equipment is in

service. 923

24

A.

A.

A.

A.

9 Nationa l Associa tion of Regula tory Utility Commiss ioners  Public Utility Deprecia tion Practices , Augus t, 1996.
("NARUC Deprecia tion Manua l"), p. 321. Als o, Commis s ion Rule R14-2-102, which defines  "s ervice life" a s  "the
period between the date an asset is  firs t devoted to public service and the date of its  retirement from service."
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1 Q. What is  deprec iab le  u tility p lan t?

2

3

4

5

6

7

P ublic utilitie s  re cord the ir pla nt inve s tme nt a ctivity in the  individua l pla nt a ccounts  s e t-

forth  in  the  Fe de ra l Ene rgy Re gula tory Commis s ion 's  ("FERC") Unicorn  S ys te m of

Accounts  ("US OA"). P la nt a dditions , re tire me nts  a nd ba la nce s  a re  ma inta ine d by pla nt

a ccount. An a nnua l a ddition is  the  origina l cos t of pla nt a dde d to the  a ccount during the

yea r. A re tirement is  recorded in the  plant account by removing the  origina l cos t of a  prior

addition when such plant is  removed from se rvice . The  plant ba lance  is  wha t is  le ft a t the

8 end of an accounting period a fte r accounting for additions and re tirements .

9

10 Q. How is the annual depreciation expense calculated?

11

12

Annua l deprecia tion expense , ca lled an accrua l, is  ca lcula ted by applying a  deprecia tion

rate  to plant balances.

13

14 Q- Is the depreciation accrual a cash expense?

15 No. Deprecia tion is  cons ide red a non-cash expense.

16

17 Q- Please explain the distinction between a cash and non-cash expense.

18 De pre cia tion e xpe ns e  is  cons ide re d a  non-ca s h a ccrua l. This  contra s ts  with  pa yroll

19

20

21

22

23

24

25

e xpe nse , for e xa mple , which involve s  the  curre nt outla y of ca sh. De pre cia tion e xpe nse

doe s  not involve  a  spe cific pa yme nt during the  te s t-ye a r. Both de pre cia tion a nd pa yroll

a re  included as  expenses  in the  income  s ta tement and revenue  requirement, but no cash

flows out of the  company for deprecia tion expense . Ins tead of reducing the  cash account,

de pre cia tion  e xpe ns e  is  re corde d  on  the  income  s ta te me nt a s  a n  e xpe ns e  a nd  is

s imulta ne ous ly re corde d on the  ba la nce  she e t in the  a ccumula te d de pre cia tion a ccount,

which is  shown a s  an offse t to plant in se rvice . The  following accounting entrie s  illus tra te

26

A.

A.

A.

A.

the  diffe rence :



Amount
44M#MMM& \ § \

Dr. (Cr.)Account Description
403 Depreciation Expense $ 1 ,000
108 Accumulated Depreciation $ (1,000)

To record depreciation

various Payroll Expense 1 ,000$
131 Cash $ (1,000)

To record payroll expense

Direct Testimony of Ralph C. Smith
Docket No. E-04204A-06-0783
Page 49

1

2

3

4

5

6

7 Q- What is the Accumulated Depreciation account?

8

9

1 0

1 1

1 2

1 3

1 4

Accumulated Depreciation, Account 108 in the USOA, is a record of the previously

recorded depreciation expense. At any point in time, the accumulated depreciation

account represents the net accumulated amount of the original cost of assets and net

salvage that has been recovered to date. From a regulatory perspective, Accumulated

Depreciation can be considered a measure of the depreciation recovered from ratepayers.

Commission Rule R14-2-102 defines "accumulated depreciation" as "the sum of the

annual provision for depreciation from the time that the asset is first devoted to public

service."1 5

1 6

1 7 Q- How does de recition ex else lm act a utile 's revenue re uirement?q

1 8

1 9

20

Annual depreciation expense is a cost that is included in a public utility's revenue

requirement. Because public utilities tend to be capital intensive, depreciation expense

can be a significant component of the utility's revenue requirement.

2 1

22 Q . What is the objective of depreciation expense?

23

24

25

26

A.

A.

A. From a  re gula tory pe rspe ctive , the  obje ctive  of public utility de pre cia tion is  s tra ight-line

capita l recovery. This  is  accomplished by a lloca ting the  origina l cos t of a sse ts  to expense

ove r the  live s  of thos e  a s s e ts  through the  a pplica tion of de pre cia tion ra te s  to  pla nt

balances. Additiona lly, ma ny s ta te  re gula tory commis s ions , including the  ACC, ha ve

.

1



Year

Annual

Depreciation
Expense

End-of-Year

Accumulated
Depreciation

1 $ 100,000 $ (100,000)
2 $ 100,000 $ (200,000
3 $ 100,000 $ (300,000
4 $ 100,000 $ (400,000
5 $ 100,000 $ (500,000
6 $ 100,000 $ (600,000)
7 $ 100,000 $ (700,000
8 $ 100,000 $ (800,000
9 $ 100,000 $ (900,000
10 $ 100,000 $(1,000,000

TOTAL $ 1,000,000
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1

2

3

a llowe d u tilitie s  to  re cove r th rough  the  commis s ion-a u thorize d  de pre c ia tion  ra te s , the

utility's  e s tima te d future  cos t of re mova l, which is  pa rt of the  ne t s a lva ge  compone nt of

the  de pre cia tion ra te s .

4

5 Q- P le a s e  illu s tra te  how de pre c ia tion  ra te s  a re  de ve lope d .

6

7

8

9

The  fo llowing ca lcula tion  s hows  a  s tra ight-line  whole -life  de pre c ia tion  ra te  a s s uming a

10-ye a r a ve ra ge  s e rvice  life  a nd a  $1 million pla nt inve s tme nt, a nd the  whole  life  me thod.

Ea ch ye a r the  10% de pre c ia tion ra te  would be  a pplie d to  pla nt in  s e rvice  to  produce  a n

a nnua l de pre cia tion e xpe ns e  a nd a n e ntry to a ccumula te d de pre cia tion:

1 0

Straight-Line Whole-Life Depreciation Rate
Assuming $1 Million Investment and a 10-Year Life
Depreciation Rate: 100% I 10 Years = 10% Per Year

1 1

12

1 3 Q . What happens at the end of an asset's life under this scenario?

1 4

1 5

1 6

17

A.

A. A11 things  e qua l, a t the  e nd of 10 ye a rs , the  pla nt ba la nce  will be  100% (or $1 million),

a nd the  a ccumula te d de pre cia tion ba la nce  will a ls o be  100% (a ls o $1 million). This

equa lity is  important to unde rs tanding is sues  re la ting to the  cos t of remova l/nega tive  ne t

salvage.



Year

Annual
Depreciation

Expense

End-of-Year
Accumulated
Depreciation

Annual
Negative Net

Salvage Charge

FAS 143
Regulatory

Liability
t $ 100,000 $ 100,000 $ 55,000 $ 55,000
2 $ 100,000 $ (200,000) $ 55,000 $ <1to,ooo
3 $ 100,000 $ (300,000) $ 55,ooo $ (165,000
4 $ 100,000 $ (400,000) $ 55,000 $ (220,000
5 $ 100,000 $ (500,000) $ 55,000 $ (275,000
6 $ 100,000 $ (600,000) $ 55,000 $ (330,000
7 100,000$ $ (700,000) $ 55,000 $ (385,000
8 100,000$ (800,000)$ $ 55,000 $ 440,000
9 $ 100,000 $ (900,000) $ 55,000 $ (495,000
10 $ 100,000 $ (1,000,000) $ 55,000 $ (550,000

TOTAL $ 1,000,000 $ 550,000
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1 Q- What is negative net salvage?

2

3

4

5

6

7

8

9

Nega tive  ne t sa lvage  is  the  diffe rence  be tween any sa lvage  va lue  and the  cos t of remova l

of the  a sse t a fte r comple tion of its  se rvice  life . If the  cos t of remova l exceeds  the  sa lvage

amount, this  produces  nega tive  ne t sa lvage . In this  te s timony I will use  the  te rms nega tive

ne t s a lva ge  a nd ne t cos t of re mova l inte rcha nge a bly. The  ra te ma king tre a tme nt of

negative  ne t sa lvage  was ra ised by a  Staff witness  (Mr. Maj ores) as  a  major issue  affecting

utility de pre cia tion ra te s  in a  pre vious  AP S  ra te  ca s e , Docke t No. E-01345A-03-0437.

Ne ga tive  ne t s a lva ge  ca n ha ve  a  s ignifica nt impa ct on a  utility's  de pre cia tion ra te s  a nd

revenue  requirement.

10

11 Q, What happens if estimated future negative net salvage is included in the calculation?

12

13

Assume  a  ne ga tive  55 pe rce nt (-55%) ne t s a lva ge  ra tio. The  a bove  whole -life  e xa mple

with a  55% va lue  for nega tive  ne t sa lvage  is  as  follows:

14
Straight-Line Whole-Life Depreciation Rate
Assuming $1 Million Investment, a 10-Year Life
And Negative Net Salvage of 55%
Depreciation Rate: [100% - (-55%)] I 10 Years = 15.5% Per Year

15

16

17

18

In this  example , nega tive  ne t sa lvage  increa se s  the  re sulting whole -life  deprecia tion ra te

from 10% to l5.5%, i.e ., by 55%. This  incre a s e  re s ults  from the  inclus ion of e s tima te d

future  ne t cos t of remova l, including es tima ted future  infla tion.

19

A.

A.
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1 Q- Pleas e  expla in  the  "FAS 143 Regula tory Liability" column in  the  above  example .

2

3

4

5

6

7

Because  the  Company has  no current lega l obliga tion to pay the  e s tima ted future  infla ted

cos t of remova l (nega tive  ne t sa lvage ) amounts  (i.e ., ha s  no a sse t re tirement obliga tion),

the  excess  amounts  recovered through deprecia tion ra tes  a re  accumula ted in a  regula tory

lia bility a ccount for fina ncia l re porting purpos e s , purs ua nt to S ta te me nt of Fina ncia l

Accounting S ta nda rds  No. 143. (S FAS  143) I will e xpla in ce rta in provis ions  in S FAS

143 tha t require  such trea tment in more  de ta il la te r in my tes timony.

8

9 Q- Why does negative net salvage increase the depreciation rate?

1 0

1 1

1 2

1 3

1 4

It incre a s e s  the  de pre cia tion ra te  be ca us e  ne ga tive  s a lva ge  is , in e ffe ct, a dde d to the

origina l cos t of the  pla nt. Ins te a d of 100% (which re pre se nts  the  origina l cos t of a s se ts ),

the  nume ra tor be come s  l55%. This  is  e quiva le nt to ca pita lizing or a dding the  e s tima te d

cos t of re mova l to  the  origina l cos t of the  a s s e t. In the  a bove  e xa mple , ins te a d of

recovering the  origina l plant cos t of $1 million, the  deprecia tion ra te s  would recover $1.55

1 5 million .

1 6

1 7 Q- What happens at the end of a plant asset's life under this scenario?

1 8

1 9

20

2 1

22

23

24

A.

A.

A. The  plant ba lance  will be  100% but the  sum of the  accumula ted deprecia tion ba lance  and

the  re gula tory lia bility a ccount will be  l55%. Conse que ntly, unlike  the  "ze ro ne t s a lva ge

scenario" shown above , when negative  ne t sa lvage  is  included in a  deprecia tion ra te , there

will not be  a n e qua lity of pla nt a nd re s e rve  a t the  e nd of a n a s s e t's  life  be ca us e  the

Compa ny will ha ve  cha rge d more  de pre cia tion tha n it pa id for the  origina l cos t of the

asse t. Unde r these  circumstances , equa lity will only be  achieved if the  Company actua lly

spends additional money a t the  end of the  asse t's  life .



Dire ct Te s timony of Ra lph C. S mith
Docke t No. E-04204A-06-0783
Page 53

1 Q.

2

Is  the  Company required  to  pre -collec t from ra tepaye rs  e s tima ted  fu ture  amounts  of

money tha t it might s pend a t the  end of plant us e ful life?

3

4

5

6

7

8

9

Where  the re  is  no lega l requirement to incur cos t of remova l, UNS Electric has  no current

le ga l lia bility to spe nd mone y for e s tima te d future  cos t of re mova l, the  Commiss ion rule s

a t R14-2-l02(B)(3) re quire  tha t: "The  cos t of de pre cia ble  pla nt a djus te d for ne t s a lva ge

sha ll be  dis tributed in a  ra tiona l and sys tema tic manne r ove r the  e s tima ted se rvice  life  of

the  pla nt." As  dis cus se d a bove , the  Commiss ion's  rule s  de fine  "ne t s a lva ge " to include

the  cos t of remova l. Consequently, I conclude  tha t the  Commiss ion's  rule s  require  cos t of

remova l to be  included in the  utility's  deprecia tion ra te s .

10

11 Q-

12

1 3

If the Company does incur an obligation at the end of an asset's service life that

requires spending money for removal, can the Company take the money out of

accumulated depreciation?

14

15

16

17

No . Accumula te d De pre cia tion is  a n unfunde d a ccount. Eve n though the  Compa ny

colle cte d mone y from ra te pa ye rs  for future  re mova l cos t tha t ha d be e n include d in pa s t

deprecia tion ra te s , it will have  a lready spent tha t money on wha teve r it chose  in the  pas t:

sa laries , dividends, e tc.

18

19 Q- Pleas e  expla in the  concept of remaining life  deprec ia tion.

20

21

22

A.

A.

A. The  re ma ining life  te chnique  is  s imila r to the  whole -life  te chnique , but it incorpora te s

a ccumula te d de pre cia tion into the  nume ra tor of the  e qua tion, a nd the  de nomina tor

becomes the  remaining life  ra ther tha t the  whole  life  of the  asse t.



Year

Annual
Depreciation

Expense

End-of-Year
Accumulated
Depreciation

3 $ (300,000
4 $ 100,000 $ (400,000
5 $ 100,000 $ (500,000)
6 $ 100,000 $ (600,000
7 $ 100,000 $ (700,000
8 $ 100,000 $ (800,000
g $ 100.000 $ (900,000

10 $ 100,000 $ (1,000,000
TOTAL $ 700,000

Year

Annual
Depreciation

Expense

End-of-year
Accumulated
Depreciation

Annual
Negative Net

Salvage Charge

FAS 143
Regulatory

Liability
3 $ (300,000) $ (t65,000
4 $ 100,000 $ (400,000) s 55,000 $ (220,000
5 $ 100,000 $ (500 000) $ 55,000 $ (275,000
6 $ 100,000 s (600,000) $ 55,000 $ (330,000
7 $ 100,000 $ (700,000) $ 55,000 $ (385,000
8 $ 100,000 $ (800,000) $ 55,000 $ (440,000
g $ 100,000 $ (900,000) $ 55,000 $ (495,000
10 $ 100,000 $ (1,000,000) $ 55,000 $ (550,000

TOTAL $ 700,000 $ 385,000
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1 Q .

2

What happens when accumulated depreciation is incorporated into the numerator of

the basic depreciation calculation?

3

4

If the  l0-ye a r a s s e t is  3 ye a rs  old, its  re ma ining life  would be  7 ye a rs  (10 - 3 = 7). The

a ccumula te d de pre cia tion a ccount would be  30% of the  origina l cos t be ca use  the  10%

5 30%). The

6

de pre cia tion  ra te  would  ha ve  be e n  a pplie d  for thre e  ye a rs  (3  x 10%

remaining life  deprecia tion ra te  would then be  10%, ca lcula ted as  follows :

7

Straight-Line Remaining-Life Depreciation Rate
Assuming $1 Million Investment and a 10-Year Life
Depreciation Rate: [100% - 30%) I [10 - 3 Years] = 10% Per Year

8

9

1 0

Unde r the  e xa mple  with the  a s s ume d 55% ne ga tive  ne t s a lva ge , a nd a  7-ye a r re ma ining

life , the  re s ults  would be  a  15.5% de pre cia tion ra te , a s  s hown be lowl

1 1
Straight-Line Remaining-Life Depreciation Rate
Assuming $1 Million Investment, a 10-Year Life
And Negative Net Salvage of 55%
Depreciation Rate: [(100% - (-55%)) - (3 x 15.5%) ] I [10 - 3 Years] = 15.5% Per Year
Depreciation Rate: [(108.5%) ] / [7 Years] = 1 15.5% Per Year

1 2

A.
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1 Q.

2

Why would the whole-life depreciation rate in the example with negative net salvage

and the remaining life depreciation rate in the negative net salvage example both be

3 15.5 percent?

4 In the s e  e xa mple s , the  re ma ining life  de pre cia tion ra te  a nd the  whole -life  de pre cia tion

5

6

7

8

ra te s  a re  the  s a me  (15 .5  pe rce nt) be ca us e  I ha ve  a s s ume d tha t the  a ccumula te d

de pre cia tion a ccount is  in ba la nce . In  o the r words , ba s e d on a  continua tion of the

funda me nta l pa ra me te rs , i.e ., the  10-ye a r se rvice  life  a nd the  ne ga tive  55% ne t sa lva ge

ra tio, exactly the  right amount of deprecia tion has been charged and collected in the  past.

9

1 0 Q. What would happen if either of these fundamental parameters were to change?

11

1 2

1 3

1 4

1 5

1 6

1 7

1 8

If e ithe r the  se rvice  life  or ne t sa lvage  pa rame te r changes  during the  life  of the  plant, the

a ccumula te d de pre cia tion a ccount will be  out of ba la nce , a nd the  re ma ining life  ra te  will

be  e ithe r h ighe r or lowe r tha n the  whole -life  ra te  de pe nding on the  dire ction of the

imba lance . Tha t is  because  the  Company will have  collected e ithe r too much deprecia tion

or not e nough de pre cia tion in the  pa s t, give n the  curre nt e s tima te s  of live s  or future  ne t

sa lva ge . The  diffe re nce  be twe e n the  a ctua l a mount re cove re d, a s  include d in the  book

deprecia tion re se rve , and a  theore tica l e s tima te  of wha t should be  in the  book re se rve , is

ca lled a  "re se rve  imba lance ." The  rema ining life  technique  is  often used to dea l with such

1 9 reserve  imbalances.

20

2 1 Q-

22

Since the last revision to the Commission's rules regarding the treatment of

depreciation, has a significant accounting pronouncement been issued?

23

24

25

26

A.

A.

A. Yes . As  noted above , it appea rs  tha t the  Commiss ion's  rule s  conce rning the  trea tment of

de pre cia tion we re  la s t re vis e d a nd be ca me  e ffe ctive  April 9, 1992. S ince  tha t da te ,

ge ne ra lly a cce pte d a ccounting principle s  ("GAAP"), spe cifica lly SFAS 143, highlight the

a mounts  a s s ocia te d with e s tima te d future  cos t of re mova l for which no curre nt le ga l
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1

2

obliga tion e xis ts  a nd re quire  tha t the y be  re porte d a s  Re gula tory Lia bilitie s  for fina ncia l

reporting purposes . A regula tory liability can be  viewed as  an amount owed to ra tepayers .

3

4 Q- Wha t is SFAS 143?

5

6

7

8

9

10

11

12

13

14

The  Fina ncia l Accounting S ta nda rds  Boa rd ("FAS B") is  a  s ta nda rds -se tting body for the

public a ccounting profe s s ion. In  J une  2001 , the  FAS B promulga te d  S ta te me nt o f

Fina ncia l Accounting S ta nda rds  No. 143 (FAS 143). This  pronounce me nt a ddre sse s  the

a ppropria te  a ccounting for long-live d a s se ts . It is  e ffe ctive  for a ll fis ca l ye a rs  be ginning

a fte r J une  15, 2002. Howe ve r, e a rlie r a pplica tion wa s  e ncoura ge d. P urs ua nt to S FAS

143, a ll compa nie s , both unre gula te d (e .g., Wa lma rt) a nd re gula te d (e .g., UNS  Ele ctric)

mus t re vie w a ll of the ir long-live d a s s e ts  to de te rmine  whe the r or not the y ha ve  a ctua l

lega l obliga tions  to remove  re tired asse ts . For some plant and equipment, companies  have

a  lega l obliga tion to remove  the  asse t a t the  end of the  se rvice  life . These  lega l obliga tions

for future  re mova l a re  ca lle d a sse t re tire me nt obliga tions  ("AROs"). For othe r a s se ts , no

15 such obliga tion exis ts .

16

17

18

19

20

21

If a  compa ny doe s  ha ve  a n ARO, the  fa ir va lue  of the  future  re tire me nt cos t, which is

de te rmined using ne t present va lue  techniques, is  considered to be  part of the  origina l cost

of the  a s s e t. Tha t ARO is  the re fore  ca pita lize d (include d in  the  orig ina l cos t) a nd

de pre cia te d ove r the  life  of the  a s se t. In e s se nce , if a  Compa ny incurs  a  le ga l lia bility to

spend money to remove  an asse t a t the  end of its  life , tha t liability is  pa rt of the  cos t of the

22 asset.

23

24

25

A.

In contra s t, if a  company does not have  such lega l obliga tions , the  future  cos t of remova l

will not be  ca pita lize d a s  pa n of the  a s se t cos t a nd will not be  include d in de pre cia tion



Dire ct Te s timony of Ra lph C. S mith
Docke t No. E-04204A-06-0783
Page 57

1

2

expense. Only the  initia l cos t of the  a s s e t (which doe s  not include  e s tima te d infla te d

future  cos t of remova l for which no current liability exis ts ), will be  deprecia ted.

3

4

5

6

At the  e nd of the  a s s e t's  life , for a s s e ts  without AROs , the  a ccumula te d de pre cia tion

account will equa l the  plant ba lance . In othe r words , unde r SFAS 143, the re  is  symmetry

be tween a sse ts  with and without AROs. In both ca se s , the  accumula ted deprecia tion will

7 equal the  origina l cost of the  asse t a t the  end of its  life .

8

9 Q- How are AROs measured?

10 A. AROs are  measured a t the ir ne t present va lue , not the ir infla ted future  va lue .

1 1

1 2 Q How are AROs recorded for accounting purposes?

1 3

1 4

1 5

1 6

1 7

1 8

19

As  s ta ted above , AROs a re  capita lized a s  a  cos t of the  re la ted a sse t and s imultaneous ly

re corde d a s  a  lia bility for thos e  compa nie s  with a  le ga l obliga tion to re move  a  re tire d

asse t. To illus tra te , a ssuming an ARO of $500, the  $500 would be  debited (i.e ., added) to

pla nt a nd s imulta ne ous ly cre dite d (i.e ., a dde d) to the  re gula tory lia bility a ccount. Ea ch

year, as  the  liability increases  due  to infla tion, the  increase  is  charged to accre tion expense

and credited to the  liability, but the  a sse t va lue  rema ins  the  same . In othe r words , jus t a s

the  original cost of the  asset does not increase , neither does the  capita lized asset re tirement

20 cost.

2 1

22 Q- What happens if a company does not have an asset retirement obligation pursuant to

SFAS 143?23

24 If a  company does  not have  such obliga tions , the  es timated future  infla ted cos t of remova l

a nd the re fore  it will no t be  include d in  the25 is  not cons ide re d a s  a  cos t of the  a s s e t,

26

A.

A.

company's  deprecia tion expense  on its  gene ra l purpose  financia l s ta tements . SFAS 143,
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1

2

3

the re fore , unbundle s  ne t sa lvage  from deprecia tion ra te s . It does  this  in two ways : (1) by

incorpora ting the  ne t pre sent va lue  of an ARO in the  cos t of the  a sse t, or (2) by excluding

non-AROs from the  deprecia tion ra te  ca lcula tions .

4

5 Q. What is  the  accounting impac t of SFAS 143 for e lec tric  utilitie s ?

6

7

8

9

1 0

11

1 2

1 3

1 4

Under GAAP, e lectric utilitie s  a re  required to review a ll of the ir a sse ts  to de te rmine  if they

ha ve  a ny AROs . If a  utility ha s  a ny AROs , the y a re  ca pita lize d. Pa ra gra ph B73 of SFAS

143 provide s  a n  e xce ption  for re gula te d  u tilitie s , which a llows  the m to  continue  to

incorpora te  ne t s a lva ge  fa ctors  ("non-le ga l AROs") in de pre cia tion ra te s  e ve n if the y do

not ha ve  AROs . Utilitie s  a re  a ls o re quire d to de te rmine  the  a mount of a ny prior cos t of

re mova l colle ctions  re la ting to non- AROs  tha t is  now include d in the ir a ccumula te d

deprecia tion accounts , and recla ss ify the se  and any such future  cha rges  a s  a  regula tory

lia bility in  the ir fina ncia l s ta te me nts . In  othe r words , e ve n with  the  pa ra gra ph B73

exception, SFAS 143 provides transparency through reporting disclosure  requirements .

1 5

1 6 Q- What is the impact of SFAS 143 on electric regulatory accounting?

1 7 FERC a ddre s s e d S FAS  143 in Docke t RM02-7-000 which re s ulte d in Orde r No. 631.

1 8

1 9

20

2 1

22

23

24

25

A.

A.

FERC Orde r 631 e sse ntia lly a dopts  SFAS 143 a nd inte gra te s  it into the  Uniform Sys te m

of Accounts . Utilitie s  a re  re quire d to re vie w the ir long -live d a s se ts  to de te rmine  if the y

ha ve  a ny AROs . Whe re  utilitie s  do not ha ve  AROs , a ny cha rge s  for such a mounts  mus t

be  se pa ra te ly ide ntifie d, FERC Orde r 631 de fine s  cos t of re mova l a llowa nce s  for which

the re  is  no le ga l a s se t re tire me nt obliga tion, a s  "non-le ga l re tire me nt obliga tions ." P a s t

and future  "non- lega l AROs" must be  specifica lly identified and accounted for sepa ra te ly

in the  de pre cia tion s tudie s , de pre cia tion e xpe ns e  a nd the  a ccumula te d de pre cia tion

a ccount. In Orde r 631, FERC ma inta ins  the  tra nspa re ncy re sulting from the  "se pa ra tion
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1

2

3

4

5

6

7

8

9

1 0

principle " for non-le ga l AROs  tha t wa s  e s ta blis he d in  pa ra gra ph B73 of S FAS  143.

Paragraph 38 of Order 631 expla ins  FERC's  new requirements  for non-lega l AROs:

"Ins te a d, we  will re quire  juris dictiona l e ntitie s  to ma inta in s e pa ra te  s ubs idia ry

records  for cos t of remova l for non-lega l re tirement obliga tions  tha t a re  included as

spe cific ide ntifia ble  a llowa nce s  re corde d in a ccumula te d de pre cia tion in orde r to

s e pa ra te ly ide n tify s uch  in forma tion  to  fa c ilita te  e xte rna l re porting  a nd  fo r

re gula tory a na lys is , a nd ra te  s e tting purpos e s . The re fore , the  Commis s ion is

amending the  ins tructions  of accounts  108 and 110 in Pa rts  101, 201 and account

31, Accrue d de pre cia tion - Ca nte r prope rty, in P a rt 352 to re quire  juris dictiona l

e ntitie s  to ma inta in se pa ra te  subs idia ry re cords  for the  purpose  of ide ntifying the

1 1 a moun t o f s pe c ific  a llowa nce s  co lle c te d  in  ra te s for non-le ga l re tire me nt

1 2 obliga tions  included in the  deprecia tion accrua ls .77

1 3

1 4 Q- Do e s  FERC p ro vid e  a n y a d d itio n a l in s ig h t a s  to  th e  in te rp re ta tio n  o f th e s e  n e w

1 5 rules ?

1 6

1 7

1 8

1 9

20

2 1

22

Yes, a t paragraph 39 of the  order, FERC sta tes:

"J uris dictiona l e ntitie s  mus t ide ntify a nd qua ntify in s e pa ra te  s ubs idia ry re cords

the  amounts , if any, of previous  and current a ccumula ted remova l cos ts  for othe r

tha n le ga l re tire me nt obliga tions  re corde d a s  pa rt of the  de pre cia tion a ccrua l in

accounts  108 and 110 for public utilities  and licensees , account 108 for na tura l gas

compa nie s , a nd a ccount 31 for oil pipe line  compa nie s . If jurisdictiona l e ntitie s  do

not have  the  required records  to separa te ly identify such prior accrua ls  for specific

23

24

identifiable  a llowances  collected in ra te s  for non-lega l a sse t re tirement obliga tions

re quire  tha t the

25

A.

re corde d in  a ccumula te d de pre cia tion, the  Commis s ion will

jurisdictiona l e ntitie s  se pa ra te ly ide ntify a nd qua ntify prospe ctive ly the  a mount of
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1 current a ccrua ls  for specific a llowances  colle cted in ra te s  for non-lega l re tirement

2 obliga tions ."

3

4 Q~

5

Does FERC make any policy calls concerning the appropriate treatment of the

disposition of prior and future collections contained in these separate allowances?

6

7

8

No. As  indica te d a t pa ra gra ph 64 of the  Orde r, FERC de cline d to ma ke  such ca lls  on a

policy ba s is . Ra the r, FERC will re s olve  the  a ppropria te  tre a tme nt of the  dis pos itions  of

prior and future  collections on a  case-by-case  basis .

9

1 0 Q-

1 1

Does FERC's Order require anything new or more with respect to its requirement

for detailed depreciation studies?

1 2

1 3

1 4

1 5

1 6

1 7

1 8

No. At pa ragraph 65 of the  Order, FERC s ta tes  tha t:

" th is  ru le  re q u ire s  n o th in g  n e w a n d  n o th in g  mo re  with  re s p e c t to  th e

re quire me nt for a  de ta ile d s tudy. Comple x de pre cia tion a nd ne ga tive  s a lva ge

s tu d ie s  a re  ro u tin e ly file d  o r o th e rwis e  ma d e  a va ila b le  fo r re vie w in  ra te

proce e dings . Whe n utilitie s  pe rform de pre cia tion s tudie s , a  ce rta in a mount of

de ta il is  e xpe cte d. It is  incumbe nt upon the  utility to provide  s ufficie nt de ta il to

support deprecia tion ra tes, cost of removal, and sa lvage estimates in ra tes."

1 9

20

2 1

22

23

24

Additiona lly, footnote  45 s ta te s :

"Wh e n  a n  e le c tric  u tility file s  fo r a  ch a n g e  in  its  ju ris d ic tio n a l ra te s ,  th e

Commission requires  de ta iled s tudies  in support of changes  in annua l deprecia tion

ra te s  if the y a re  d iffe re n t from thos e  s upporting  the  u tility's  p rior a pprove d

jurisdictiona l ra te ."

25

A.

A.
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1

2

3

Thus , FERC recognizes  dis tinctions  be tween lega l and non-lega l AROs jus t a s  SFAS 143

re cognize s  thos e  dis tinctions . On a  going-forwa rd ba s is , juris dictiona l e ntitie s  mus t be

pre pa re d to s pe cifica lly ide ntify a nd jus tify a ny non-le ga l AROs  tha t the y propos e  to

include  in ra te s .4

5

6 Q- Has  UNS Elec tric  implemented  SFAS 143?

7 Yes.

8

9

The  Compa ny ha s  imple me nte d  S FAS  143. Cons is te nt with  a dopting th is

a ccounting principle  for fina ncia l re porting purpose s , UNS Ele ctric re cla ss ifie d prior ye a r

re mo va l c o s ts  o f a p p ro xima te ly $ 1  millio n  p re vio u s ly in c lu d e d  in  a c c u mu la te d

1 0 de pre cia tion to the  lia bility for a s se t re tire me nts  a nd re mova ls  in its  Ba la nce  S he e ts . As

1 1

1 2

1 3

1 4

1 5

1 6

described on page  16 of the  UNS Electric, Inc. Financia l S ta tements  for the  Yea rs  Ended

De ce mbe r 31 , 2005 a nd 2004 (Exhibit KGK-1 to  Ms . Kis s inge r's  d ire ct te s timony):

"UNS  E le c tric  ha d  a ccrue d  $1  million  a t De ce mbe r 31 , 2005  a nd  $0 .6  million  a t

De ce mb e r 3 1 ,  2 0 0 4 ,  fo r th e  n e t co s t o f re mo va l fo r in te rim re tire me n ts  fro m its

tra nsmis s ion, dis tribution a nd ge ne ra l pla nt. The se  a mounts  ha ve  be e n re corde d a s  a

re gula tory lia bility."

1 7

1 8

1 9

20

2 1

Whe n initia lly a dopting S FAS  143, compa nie s  s uch a s  UNS  Ele ctric, re cla s s ifie d for

financia l s ta tement reporting purposes  the ir a ccumula ted cos t of remova l for which the re

is  no curre nt le ga l obliga tion for re mova l, from Accumula te d De pre cia tion a nd re porte d

this  a s  a  Regula tory Liability.

22

23 Q-

24

Are  the  "cos ts  of remova l" tha t were  rec las s ified  as  a  regula tory liability for financ ia l

reporting purpos es  the  res ult of UNS Elec tric 's  pas t deprec ia tion ra tes ?

25 Es s e ntia lly, ye s . S imila r to mos t utilitie s , UNS  Ele ctric's  pa s t de pre cia tion ra te s  ha ve

26

A.

A.

include d ne ga tive  ne t sa lva ge . This  ha s  re s ulte d in UNS  Ele ctric pre -colle cting from
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1

2

ra tepayers  e s tima ted future  cos ts  of remova l for non-lega l AROs, which under SFAS 143,

have  been reclass ified for financia l reporting purposes  as  a  regula tory liability.

3

4

5

6

7

8

P la nt a nd e quipme nt a re  re tire d from se rvice  a t the  e nd of the ir use ful live s . S ome time s

the  re tire d pla nt a nd e quipme nt ma y be  phys ica lly re move d a nd ca n be  re sold for va lue .

This  is  ca lled gross  sa lvage . The  cos t of remova l ne t of the  va lue  rece ived for the  sa lvage

constitutes  ne t sa lvage . In more  technica l te rms, gross  sa lvage  is  the  amount recorded for

the  prope rty re tire d due  to the  s a le , re imburs e me nt, or re us e  of the  prope rty. Cos t of

re mova l is  the  cos t incurre d in  conne ction with  the  re tire me nt from s e rvice  a nd the9

1 0 As  dis cus s e d a bove , ne t s a lva ge  is  the  diffe re nce

1 1

dis pos ition of de pre cia ble  pla nt.

between gross sa lvage and cost of removal.

1 2

1 3 Q- Are net salvage ratios included in the Company's depreciation rate

calculations?14

15

1 6

1 7

1 8

19

20

Ye s . S ubs ta ntia l ne ga tive  ne t s a lva ge  ra tios  a re  include d in s e ve ra l of UNS  Ele ctric's

de pre cia tion ra te s . The  inclus ion of ne ga tive  future  ne t s a lva ge  ra tios  in UNS  Ele ctric's

propos e d de pre cia tion ra te s  re s ult in de pre cia tion ra te s  tha t a re  s ignifica ntly highe r in

ma ny ins ta nce s  tha n if no cos t of re mova l ha d be e n include d. As  note d a bove , the

inclus ion of ne t sa lvage  in deprecia tion ra te s  appea rs  to be  cons is tent with pas t practices

of the  utility a nd Commis s ion, a nd a ppe a rs  to be  re quire d by Commis s ion rule  Rl 4-2-

2 1 102(B)(3).

22

23 Q- Do  UNS  Ele c tric 's  p ro p o s e d  d e p re c ia tio n  ra te s  in c lu d e  e s tima te d  fu tu re  re mo va l

24 costs?

25

26

A.

A. Yes. As noted above , UNS Electric's  proposed deprecia tion ra tes  include  es timated future

re mova l cos ts , including e s tima te d future  infla tion. UNS  Ele ctric  ha s  done  th is  by
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1

2

including ne ga tive  ne t sa lva ge  ra tios  in the  de ve lopme nt of de pre cia tion ra te s  for ma ny,

but not a ll, of its  depreciable  plant asse ts .

3

4 Q,

5

Where does UNS Electric develop its estimated future cost of removal that are

included in its proposed depreciation rates?

6

7

The s e  a re  de ve lope d in Mr. White 's  Atta chme nt REW-2, on S ta te me nt D (a ve ra ge  ne t

salvage), Statement E (present and proposed parameters) of those attachments.

8

9 Q.

10

Did you request UNS Electric to provide its actual cost of removal and net salvage

information by plant account?

11 Yes. This was requested in data  request STF-3.30 for years 2000 through 2005 .

12

13 Q, Did UNS Elec tric  provide  tha t reques ted  information plant account?

14

15

1 6

UNS Electric provided the  reques ted informa tion only for ca lenda r yea r 2005, but not for

the  othe r ye a rs . In re s pons e  to S TF 3.30, the  Compa ny s ta te d tha t: "P lease  see  the

re s pons e  to S TF 3.19. Ne ithe r Fos te r As s ocia te s  nor UNS  Ele ctric ha s  a ctua l cos t of

17 removal and ne t sa lvage  information for ca lendar years  other than 2005."

18

19 Q-

20

Have you made a comparison of how much UNS Electric's proposed depreciation

rates would collect annually for estimated future cost of removal with the Company's

recent actual cost of removal?21

22 No. During the  course  of my ana lys is , I s ta rted to make  such a  comparison, but concluded

23

24

25

26

A.

A.

A.

A.

tha t it was not necessary for purposes of this  case  because  the  Commission's  rules  a t R14-

2-102 re quire  ne t s a lva ge  to be  include d in the  de ve lopme nt of the  utility's  de pre cia tion

ra te s . S ince  I a m not re comme nding a n a djus tme nt to re fle ct a n a lte ra tive  tre a tme nt of

cos t of re mova l in this  ca se , the  compa ra tive  ca lcula tion re la te d to qua ntifying such a n
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1 adjustment was not pursued as it would have been if an adjustment to the Company's

2 approach was being recommended.

3

4 Q-

5

Ha s  UNS  Ele c tric 's  a p p ro a c h  to  in c lu d in g  n e t s a lva g e  in  d e p re c ia tio n  ra te s  b e e n

wide ly us ed in  the  u tility indus try?

6

7

8

9

1 0

11

12

13

14

Ye s . Ma ny re gula te d utilitie s  ha ve  us e d this  a pproa ch. It is  e ve n a ddre s s e d in the

NARUC's  1996  P ublic  Utilitie s  De pre cia tion  P ra ctice s  Ma nua l a s  a  re comme nde d

approach. On the  other hand, the  same NARUC Manual a t page 157 also sta tes:

"Some commissions have  abandoned the  above procedure  [gross sa lvage  and cost

of remova l re flected in deprecia tion ra te s] and moved to current-pe riod accounting

for gross  sa lvage  and/or cos t of remova l. In some  jurisdictions  gross  sa lvage  and

cost of removal a re  accounted for as  income and expense , respective ly, when they

a re  rea lized. Othe r jurisdictions  cons ide r only gross  sa lvage  in deprecia tion ra te s ,

with the  cost of removal be ing expensed in the  year incurred."

15

16 Q. In your opinion, is there a reasonable alternative to the approach used by UNS

Electric?17

18

19

20

Yes. Ins tead of incorpora ting es tima ted future  cos t of remova l a long with es tima ted future

infla tion into deprecia tion ra te s , providing a  normalized leve l of remova l cos t a s  a  current-

period expense  is  a  reasonable  a lte rna tive  for ra temaking purposes, in my opinion.

21

22 Q. Does the NARUC Manual indicate that some utility commissions are using this

23 a lte rna tive  approach?

24 Yes. The  NARUC Manua l a t page  158 s ta tes  tha t:

25

26

A.

A.

A.

It is  frequently the  case  tha t ne t sa lvage  for a  cla ss  of prope rty is  nega tive , tha t is ,

cos t of re mova l e xce e ds  gros s  s a lva ge . This  circums ta nce  ha s  incre a s ingly
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1

2

3

4

5

6

become dominant over the  past 20 to 30 years , in some cases negative  ne t sa lvage

e ve n e xce e ds  the  orig ina l cos t of p la nt. Toda y fe w utility p la nt ca te gorie s

expe rience  pos itive  ne t sa lvage , this  means  tha t mos t deprecia tion ra te s  mus t be

des igned to recover more  than the  origina l cos t of plant. The  predominance  of this

circums ta nce  is  a nothe r re a s on why s ome  utility commis s ions  ha ve  s witche d to

current period accounting for gross  sa lvage  and, pa rticula rly, cost of removal.

7

8 Q~

9

Cou ld  UNS  Ele c tric 's  a pp roa c h  re s u lt in  a c c umula te d  de p re c ia tion  e xc e e d ing  the

origina l eas t of plant in s ervice?

10

11

12

13

14

15

16

17

18

19

20

Yes . One  of the  mechanica l problems  with UNS Electric's  approach is  tha t it can re sult in

a  de pre cia tion re se rve  a ctua lly e xce e ding the  gros s  pla nt ba la nce . Tha t is  be ca use  the

deprecia tion ra tes  proposed by UNS Electric for dis tribution plant include  es tima ted future

cos t of re mova l, a nd the re fore  produce  highe r de pre cia tion ra te s  tha n a re  ne ce ssa ry to

fully de pre cia te  the  origina l cos t of the  pla nt. The re fore , a t the  e nd of its  life , the

accumula ted deprecia tion account exceeds  the  plant account ba lance . Re fening back to

the  hypothe tica l illus tra tion tha t l pre s e nte d e a rlie r, with a  55% ne ga tive  ne t s a lva ge

assumption, a t the  end of the  10-yea r a ssumed use ful life , the  utility ha s  recorded $1.55

million  in  de p re c ia tion  on  a  de p re c ia b le  a s s e t o f $1  million . During  the  p la n t's

depreciable  life , the  utility had no a sse t re tirement obliga tion, but it would have  colle cted

an extra  $550,000.

21

22 Q- How should the allowance for cost of removal be calculated?

23

24

25

26

A.

A. Be ca us e  the  Commis s ion's  rule s  a t R14-2-102 in the ir curre nt form cle a rly re quire  the

inclus ion of ne t sa lva ge  in the  de ve lopme nt of the  utility's  de pre cia tion ra te s , a nd this  is

wha t UNS  Ele ctric ha s  done , I a m not in this  proce e ding re comme nding a n a lte rna tive .

We re  it no t fo r thos e  ru le s ,  I be lie ve  the re  is  s ubs ta n tia l me rit in  the  a lte rna tive
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1

2

3

4

recommended by the  witness  for S ta ff in the  prior APS ra te  case  cited above , which would

provide  for a  norma lized a llowance  for cos t of remova l based on the  ave rage  of the  mos t

re ce nt five  ye a rs  worth of a ctua l ne t s a lva ge  a ctivity. Es se ntia lly, the  cos t of re mova l is

trea ted just as any other normalized operating expense .

5

6 Q.

7

Are you aware of whether other regulatory commissions use that alternative

approach for utility recovery of cost of removal?

8

9

1 0

1 1

1 2

Yes. A five -yea r ave rage  ne t sa lvage  a llowance  approach has  been used for many yea rs

by the  P e nns ylva nia  P ublic  Utility Commis s ion . In re ce nt ye a rs , s ome  othe r s ta te

regula tory commissions have  used s imila r approaches tha t exclude  estimated future  cost of

removal from the  deve lopment of deprecia tion ra tes , and provide  an a llowance  for the  cost

of removal based on an average  of a  utility's  actua l incurred cost.

1 3

1 4 Q- What are the advantages of that approach?

1 5

1 6

1 7

1 8

1 9

20

2 1

22

23

24

The  five -ye a r rolling a ve ra ge  for re cove ry of cos t of re mova l provide s  a  re a s ona ble

me thod for addre ss ing this  controve rs ia l a spect of deprecia tion. UNS Electric's  proposed

de ve lopme nt of de pre cia tion ra te s  e s s e ntia lly tre a ts  e s tima te d future  cos ts  of re mova l

(including e s tima te d future  infla tion) a s  a  curre nt pe riod e xpe nse , e ve n whe n the re  is  no

curre nt le ga l obliga tion to incur s uch cos t. In contra s t with UNS  Ele ctric's  a pproa ch, a

norma lize d e xpe ns e  a llowa nce  a pproa ch be tte r conforms  with the  ge ne ra lly a cce pte d

a ccounting principle s  a rticula te d in S FAS  143 by not tre a ting e s tima te d infla te d iiuture

re mova l cos ts  a s  if the y we re  a  curre nt obliga tion a nd a  curre nt e xpe ns e . Additiona l

a dva nta ge s  offe re d by the  norma lize d e xpe ns e  a llowa nce  a pproa ch include  tha t it is

s imple , s tra ight-forward and easy to implement, provides  an opportunity for the  Company

25 to re cove r a  norma lize d a llowa nce  for cos t of re mova l ba se d on re ce nt a ctua l cos t, a nd

26

A.

A.

a voids  cha rg ing  curre n t cus tome rs  fo r e s tima te d  fu ture  in fla tion . Ho we ve r, th e
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1 Commission's rules at R14-2-102 in their present state would appear to preclude this

2 a lte rna tive  for purpose s  of this  ca se .

3

4

5

Rule R14-2-l02 is a rule of general applicability to electric utilities in the state of Arizona.

Because I believe there is no compelling reason to treat cost of removal (where there is no

6

7

8

curre nt obliga tion to  incur s uch cos t) diffe re ntly from othe r norma lize d ope ra ting

expenses , I recommend that the Commiss ion cons ider amending Rule R14-2-102 to allow

treatment of cos t of removal in the manner recommended by Staff" s  consultant in the prior

9 AP S  ra te  ca se .

10

11 Q-

12

Should the depreciation rates proposed by UNS Electric be adopted for use in this

case, as corrected in the responses to data requests STF 3.39 and STF 11.8?

13 Yes .

14

15

16

17

18

19

20

2 1

22

A. The  de pre c ia tion ra te s  propos e d by UNS  Ele c tric  pre s e nte d in Dr. White 's

Attachment REW-2 should be adopted for use  in this  case , after reflecting the  corrections

described in the responses  to data requests  STF 3.39 and STF 11.8. The depreciation rates

propos ed by UNS Electric were  deve loped in a  manner tha t is  genera lly cons is tent with

the  Commis s ion's  rule s  for deprecia tion ra te s . My review of the  de ta ils  provided in Dr.

White 's  Attachment REW-2 and other information indicates  that those new rates  proposed

by UNS Electric a re  cons is tent with indus try accepted deprecia tion practices . As  noted

above in my tes timony, the  net change in percentage temps  resulting from UNS Electric's

propos ed new deprecia tion ra te s  in compos ite  te rms  is  fa irly s ma ll, a  decreas e  of 0.39

percentage points  for UNS Electric plant.
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1 Q-

2

Do you have any other recommendations concerning the depreciation rates proposed

by UNS Electric?

3

4

5

6

Yes. Each of the new depreciation rates proposed by UNS Electric should be clearly

broken out between (1) a service life rate and (2) a net salvage rate. By doing this, the

depreciation expense related to the inclusion of estimated future cost of removal in

depreciation rates can be tracked and accounted for by plant account.

7

8 VI. CHANGES TO PURCHASED POWER AND FUEL ADJUSTMENT CLAUSE

What revisions to its PPFAC has UNS Electric proposed that you are addressing?9

10

Q-

11

12

13

14

I am addressing the revisions to the PPFAC described primarily in the direct testimony of

UNS Electric witnesses Pignatelli at pages 8-14, and DeConcini at pages 15-21. As

summarized by Mr. Pignatelli on page 9 of his direct testimony and Mr. DeConcini on

pages 16-21, UNS Electric is requesting the following modifications to the PPFAC

mechanism:

1. A clarification of the costs that can be included in the PPFAC. UNS Electric15

16

17

18

19

20

2 1

22

23

24

A.

A.

proposes that all costs included in FERC accounts 501, 547, 555 and 565 be

included in the PPFAC.

2. UNS Electric also seeks to recover the cost of credit support associated with fuel

and purchased power procurement and hedging through the PPFAC.

3. A new cost recovery mechanism to automatically adjust the PPFAC rate based on

a l2-month rolling average cost of purchased power and iiuel (including a "phase

in" provision) .

4. The recognition of carrying costs on the PPFAC bank balances at an interest rate

equal to the LIBOR rate plus l percent.
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1

2

3

5. A Ba nk Thre s hold  of $10 million  with  a n  a utoma tica lly ins ta te d  s urcha rge  or

cre dit to re turn the  ba la nce  ove r the  ne xt twe lve  months , a ccompa nie d by a n

informa tiona l filing from the  Compa ny de ta iling the  ca lcula tion.

4

5

6

Q. Why is  UNS Elec tric  reques ting thes e  PPFAC revis ions ?

7

8

9

1 0

11

1 2

1 3

1 4

1 5

1 6

1 7

As  de scribe d in the  dire ct te s timony of UNS  Ele ctric witne s se s  P igna te lli (pa ge  10) a nd

De Concini (pa ge s  1-2 a nd 15-21), the  Compa ny is  re que s ting the se  cha nge s  due  to the

addition of new re sources  and contracts  to replace  the  exis ting Power Supply Agreement

("P S A") with  P inna cle  We s t Ca pita l Corpora tion  ("P WCC"). As  de s cribe d  by Mr.

DeConcini on page  2 of his  direct te s timony:

"I ha ve  propos e d a  ne w P P FAC tha t a ls o will be come  e ffe ctive  on the  da te  the

P WCC P S A e xpire s . The  curre nt UNS  Ele ctric P P FAC ra te  is  fixe d a nd is  tie d to

the  P WCC P S A cos ts . Whe n the  P WCC P S A e xpire s , UNS  Ele ctric will ne e d a

P P FAC tha t will a ccura te ly re fle ct UNS  Ele ctric 's  procure me nt of whole s a le

powe r a nd fue l. The  propose d P P FAC would be  ba se d on the  e le me nts  typica lly

unde rlying re ce ntly a pprove d P P FACs  a nd would include  a  12-month rolling

average  cost of power supply as  the  basis  for re ta il pricing adjustments ."

1 8

1 9

2 0

Q- Is  UNS Ele c tric  a ls o  p ropos ing  ra te  de s ign  c ha nge s  re la te d  to  the  s h ifting  of powe r

s upply cos ts  from the  PPFAC to bas e  ra tes ?

2 1

22

23

24

25

A.

A. Ye s . UNS  Ele ctric witne s s  Erdwurm's  dire ct te s timony a t pa ge  21 propose s  to incre a se

the  ba se  ra te  powe r supply to "s lightly more  tha n" 7 ce nts  pe r kph, to re fle ct the  curre nt

ba s e  powe r s upply ra te  of a pproxima te ly 5.2 ce nts  pe r kph plus  the  a pproxima te ly 1.8

ce nts  pe r kph curre ntly re cove re d by UNS  Ele ctric from cus tome rs  through the  P P FAC.

UNS Electric proposes  to reduce  the  PPFAC ra te  to ze ro until June  2008 when the  PWCC
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1

2

PSA expires. The Company states that the new PPFAC it proposes would go into effect

upon the expiration of the PWCC PSA.

3

4 Q- Are you addressing such rate design aspects of UNS Electric's PPFAC-related

proposals in this testimony?5

6

7

8

No. As provided for in the Comlnission's Scheduling Order, Staff will address such rate

design aspects of the Company's PPFAC in the Staff rate design testimony to be filed on

July 12, 2007.

9

1 0 Q-

1 1

1 2

As guidance for your review of UNS Electric's proposed PPFAC changes, did you

review material in any other recent proceedings involving Arizona electric utility

adjustment mechanisms related to the recovery of fuel and purchased power costs?

1 3

1 4

1 5

1 6

1 7

1 8

1 9

2 0

2 1

22

23

24

25

26

A.

A. Yes. I reviewed material filed by Staff in the recent Arizona Public Service Company rate

case, Docket No. E-01345A-05-816, concerning fuel and purchased power recovery

mechanisms, including the Staffs proposed Plan of Administration for a revised APS

Power Supply Adjustment Mechanism ("PSA") that was filed with Staff witness John

Antonuk's supplemental testimony in that docket, and subsequently underwent further

revisions. In that case, Staff undertook a detailed review and made recommended

revisions to the APS PSA. There are clearly differences between APS and UNS Electric,

including: APS is a much larger utility, APS owns substantial generating resources,

including steam, nuclear and other production, and APS makes off-system sales. In

contrast, historically UNS Electric has not owned large generating resources, but has

purchased most of its power needs from others, such as under the current power supply

agreement that UNS Electric has with PWCC. Despite such differences, believe that the

Staff evaluation of the APS PSA in that case and the related Staff recommendations and

Commission determinations relating to the APS PSA can provide helpful guidance in
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1

2

3

4

5

6

re vie wing the  UNS  Ele ctric P P FAC in the  curre nt ca s e . I will be  re fe rring to the  la te s t

a va ila ble  writte n ite ra tion of the  P la n of Adminis tra tion tha t S ta ff de ve lope d for the  AP S

PSA in my te s timony a nd ha ve  a tta che d a  copy of it in Atta chme nt RCS-4. I should note

tha t this  ve rs ion of the  P la n of Adminis tra tion doe s  not ye t re fle ct the  Commis s ion's

de te rmina tions  in Docke t No. E-01345A-05-0816 conce rning the  90/10 sha ring or the  4

mil pe r kph annua l cap, which I unde rs tand the  Commiss ion has  re ta ined in the  APS PSA

that was recently approved.7

8

9 Q- P le a s e  d e s c rib e  th e  p rima ry fe a tu re s  o f th e  c u rre n t p o we r s u p p ly a g re e me n t th a t

UNS  Ele c tric  ha s  with  P WCC.10

11

12

13

14

UNS  Ele ctric curre ntly ha s  a  full-re quire me nts  powe r s upply a gre e me nt with P WCC

("P WCC P S A") tha t be ga n on J une  1, 2001 a nd e xpire s  on Ma y 31, 2008. The  P WCC

P S A provide s  a ll e ne rgy a nd a ncilla ry s e rvice s  to  s e rve  UNS  Ele ctric 's  e n tire  loa d

re quire me nts  a t a  fixe d price  pe r Mwh.

15

16

17

Q_ How will UNS  Ele c tric 's  powe r p roc u re me n t c ha nge  upon  e xp ira tion  o f the  P WCC

18

19

2 0

21

22

P S A?

UNS  Ele ctric  s ta te s  in its  dire ct te s timony tha t it ha s  de ve lope d a  P rocure me nt P la n which

prov ide s  fo r a  m ix o f m a rke t powe r purc ha s e s ,  re s ourc e  a c qu is itions  a nd  c on tra c ts  to

provide  the  ne ce s sa ry ca pa city, e ne rgy, a nd re se rve s  to re lia bly me e t its  loa d re quire me nts

a fte r th e  P W C C  P S A e xp ire s  o n  Ma y 3 1 ,  2 0 0 8 . Mr.  De C o n c in i's  d ire c t te s tim o n y a t

pa ge s  4-6 a nd his  Confide ntia l Exhibit MJ D-2 provide  a  high le ve l ove rvie w of the  pla n.

23

24 Q- P le a s e  d is c u s s  UNS  Ele c tric 's  c u rre n t  P P FAC.

25

26

A.

A.

A. The  current UNS Electric PPFAC ra te  was  se t in Commiss ion Decis ion No. 66028 (July 3,

2003), which a pprove d the  a cquis ition of the  Citize ns  a s s e ts . The  curre nt P P FAC of
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1

2

3

4

5

6

$001825/kWh wa s  a pprove d in De cis ion No. 66028 a nd re fle cts  the  fixe d e ne rgy price

under the  PWCC PSA. The  PPFAC provides  an adjus tment mechanism under which UNS

Electric is  a llowed to pass  through to cus tomers  purchased power and fue l cos t increases

a nd/or s a vings  re la tive  to a  ba s e  powe r s upply ra te , via  a  s urcha rge  or cre dit. The

Compa ny's  curre nt ba s e  powe r s upply ra te  is  $0.05l94/kWh a nd wa s  e s ta blis he d in

Decis ion No. 59951 (January 3, 1997).

7

8

9

10

11

12

1 3

14

15

The current PPFAC functions in the following manner. The Company's actual fuel and

purchased power costs (excluding demand charges) are charged to a PPFAC Bank

Balance. The sum of the base power supply rate plus any PPFAC rate are multiplied by

energy consumption. The product of that multiplication, indicating the Company's

recovery of fuel and purchased power costs, is subtracted from the PPFAC bank balance.

When the PPFAC bank balance reaches a predetermined threshold, UNS Electric must

make a filing with the Commission to propose a method to recover or return the bank

balance. The current PPFAC cannot be changed without Commission approval.

16

17

18

Q- Does Staff agree with the Company's proposed new PPFAC?

19

20

21

22

23

24

25

26

A. No. While  S ta ff a gre e s  with s ome  a s pe cts  of the  Compa ny's  propos e d cha nge s  to the

current PPFAC, the  changes proposed by UNS Electric, taken as  a  whole , would appear to

re sult in inclus ion of additiona l cos ts  in the  PPFAC, such a s  expense s  for credit support,

tha t have  not been demonstra ted to possess  the  characte ris tics  of be ing mate ria l, vola tile ,

a nd not within  the  Compa ny's  control. Additiona lly, by re pla cing provis ions  which

curre ntly re quire  Commis s ion re vie w with a utoma tic ra te  a djus tme nt provis ions , the

Compa ny's  propos e d ne w P P FAC could s ubs ta ntia lly re duce  the  le ve l of re gula tory

scrutiny of purchased power and fue l cos ts . Such changes  would seem to be  pa rticula rly

ina ppropria te  a t a  time  whe n the  Compa ny is  tra ns itioning from a  full re quire me nts
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1

2

3

contra ct with fixe d pricing provis ions  to a  ne w procure me nt e nvironme nt a fte r Ma y 2008

whe n the  curre nt PPWC PSA e xpire s . Espe cia lly in such a n e nvironme nt, S ta ff be lieves

tha t the re  should be  Commiss ion review of changes  in PPFAC ra te s  be fore  they become

4 applicable .

5

6 Q-

7

The Company has proposed that the PPFAC include all costs that are recorded in

FERC accounts 501, 547, 555 and 565. Can you briefly summarize what expenses

are recorded in each of these accounts?8

9

1 0

Yes. I do note  tha t Mr. DeConcini pre sents  a  ve ry high leve l description of wha t cos ts  a re

included in each of these  accounts  a t page  17 of his  direct testimony.

1 1

1 2

1 3

Account 501, Fue l (S te a m), include s  the  cos t of fue l use d in the  production of s te a m for

the  gene ra tion of e lectricity, including fue l handling.

1 4

1 5

1 6

Account 547, Fue l (Other Production), includes  the  cost of fue l (such as  gas , oil, ke rosene

and gasoline) de livered to the  s ta tion for other power genera tion.

1 7

1 8

1 9

Account 555, Purcha se d Powe r, include s  the  cos t of e le ctricity purcha se d for re sa le . As

described in the  FERC Uniform Sys tem of Accounts  for Electric Utilitie s loz

20

2 1

22

23

24

25

"A. This  a ccount s ha ll include  the  cos t a t point of re ce ipt by the  utility of

e lectricity purchased for re sa le . It sha ll include , a lso, ne t se ttlements  for exchange

of e le ctricity or powe r, s uch a s  e conomy e ne rgy, off-pe a k e ne rgy for on-pe a k

e ne rgy, spinning re se rve  ca pa city, e tc. In a ddition, the  a ccount sha ll include  the

ne t s e ttle me nts  for tra ns a ctions  unde r pooling or inte rconne ction a gre e me nts

whe re in the re  is  a  ba la ncing of de bits  a nd cre dits  for e ne rgy, ca pa city, e tc.,

A.

10 Code of Federa l Regula tions , Title 18, Volume 1, Part 101, Uniform System of Accounts  Prescribed for Public
Utilities  and Licensees  Subject to the Provis ions  of the Federa l Power Act, Revised as  of April l, 1999.
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1

2

3

4

5

6

7

Distinct purchases  and sa les  sha ll not be  recorded as  exchanges  and ne t amounts

only re corde d me re ly be ca us e  de bit a nd cre dit a mounts  a re  combine d in the

voucher se ttlement.

"B. The  re cords  s upporting  th is  a ccount s ha ll s how, by months , the

de ma nds  a nd de ma nd cha rge s , kilowa tt-hours  a nd price s  the re of unde r e a ch

purcha s e  contra ct a nd the  cha rge s  a nd cre dits  unde r e a ch e xcha nge  or powe r

pooling contra ct."

8

9

10

Account 565, Tra nsmiss ion of Ele ctricity by Othe rs , include s  a mounts  pa ya ble  to othe rs

for the  transmiss ion of the  utility's  e lectricity ove r transmiss ion facilitie s  owned by othe rs .

1 1

1 2 Q. Has  UNS Elec tric  had fue l expens e  which it recorded in  FERC accounts  501 or 547?

1 3

1 4

1 5

1 6

Sta ff unde rs tands  tha t UNS Electric ha s  incurred some  fue l expense . Howeve r, a  review

of UNS Ele ctric's  ope ra ting e xpe nse  informa tion file d with its  FERC Form 1 for ca le nda r

yea rs , 2004 through 2006, indica te s  tha t the  Company did not record any fue l expense  in

these  accounts . Unde r the  full-re quire me nts  contra ct with  P WCC, the  e xpe ns e  for

purchased power has been recorded in Account 555.1 7

1 8

1 9

2 0

Q- Ho w d o  th e  FERC a c c o u n ts  th a t UNS  Ele c tric  p ro p o s e s  to  in c lu d e  in  its  P P FAC

c orre s pond  with  the  FERC a c c oun ts  tha t we re  inc lude d  in  S ta ffs  p ropos e d  P la n  o f

Adminis tra tion  for the  APS  PSA?2 1

2 2

23

24

25

A.

A. The  FERC Accounts  501, 547, 555 a nd 565 tha t UNS Ele ctric propose s  to include  in its

P P FAC a re  ba s ica lly the  s a me  a ccounts  tha t S ta ffs  propos e d P la n of Adminis tra tion

includes  for recove ry by APS unde r the  APS PSA. Page  15 of tha t P lan of Adminis tra tion

lis ts  the  accounts  included for the  APS PSA as  these  four FERC accounts , and, for APS,
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1

2

a lso Account 518, Nuclea r Fue l. UNS Electric does  not have  any nuclea r gene ra tion and

does not record expense  in Account 5 lb.

3

4

5

6

7

8

Page  15 of the  S ta ff proposed P lan of Adminis tra tion for the  APS PSA a lso specifie s  tha t:

"Additiona lly, the  prude nt dire ct cos ts  of contra cts  us e d for he dging s ys te m fue l a nd

purcha se d powe r will be  re cove re d unde r the  P S A." I be lie ve  tha t a llowing UNS  Ele ctric

to recover prudent direct cos ts  of contracts  it uses  for hedging sys tem fue l and purchased

power under its  PPFAC would a lso be  appropria te .

9

10 Q-

11

Do you have any concerns regarding UNS Electric's proposal that the PPFAC should

include all expenses in FERC accounts 501, 547, 555 and 565?

12 Ye s . I ha ve  the  following conce rns  re ga rding ca pa city cos ts  tha t ma y be  re corde d in

13 Accounts  555 a nd 565:

14

15

16

17

18

Account 555 ca n include  ca pa city a nd de ma nd cha rge s . Including s uch ca pa city a nd

de ma nd cha rge s  in a  P P FAC tha t is  re cove re d on a  pe r kph ba s is  pre se nts  a  conce rn.

Additiona lly, it is  fa irly common, in  my e xpe rie nce , for P P FAC-type  me cha nis ms  to

include  purchased energy expenses , and to exclude  capacity costs  from the  PPFAC but to

provide  for recove ry of a  norma lized leve l of purchased capacity cos ts  in the  utility's  base

ra tes .

19

2 0

2 1

22

23

Account 565, Transmiss ion of Electricity by Othe rs , may a lso have  a  capacity or demand

e le me nt, de pe nding upon the  pa rticula r contra cts  the  utility e nte rs  into for tra nsmis s ion

service .24

25

A.
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1 Q. Why do you have a concern regarding the recovery of capacity costs that may be

recorded in Accounts 555 and 565 in the PPFAC?2

3

4

5

There  a re  two primary bases  for such conce rns . Firs t, UNS Electric has  not demonstra ted

tha t ca pa city cos ts  tha t ma y be  re corde d in Accounts  555 a nd 565 a re  vola tile , ma te ria l

a nd be yond the  control of utility ma na ge me nt. More ove r, in s itua tions  whe re  the  e le ctric

6

7

utility owns  the  ge ne ra ting ca pa city or tra nsmiss ion, the  tra ditiona l ra te ma king tre a tme nt

ha s  be e n  to  include  the  cos t o f s uch  ca pa city, a s the

8

me a s ure d  in  a  te s t ye a r, in

de te nnina tion of a  utility's  ba se  ra te  re ve nue  re quire me nt. Allowing purcha se d ca pa city

9

1 0

11

1 2

costs  to be  recovered in a  PPFAC mechanism, where  owned capacity is  recovered in base

ra tes , could result in management decis ion making favoring purchased capacity tha t would

be  recorded in Account 555, ra ther than owning capacity resources  tha t would be  recorded

as plant assets and would be subj e t to ra te  base treatment.

1 3

1 4

1 5

1 6

1 7

1 8

A.

Second, the  PPFAC ra te  would apparently be  applied to each customer's  bill a s  a  monthly

pe r kph cha rge  tha t is  the  s a me  for a ll cus tome r cla s s e s . The re  a re  conce rns  tha t a

uniform pe r-kWh cha rge  for a ll cus tome r cla s se s  might not be  a ppropria te  for ca pa city-

re la te d cha rge s . S ta ffs  ra te  de s ign te s timony to be  file d on J uly 12, 2007 ma y pre s e nt

additiona l de ta ils  concerning capacity cost recovery.



Account 2004 2005 2006
501 $ $ S
547 $ $ S

555 s 96,467,281 $ 100,300,283 s 106,271,505

565 s 6,388,498 3 6,631,327 $ 7,026,755

TOTAL s 102,857,783 $ 106,933,615 s 113,300,266

555 S 3,833,002 $ 5,971,222
565 $ 242,829 $ 395,428

TOTAL s 4,075,832 $ 6,366,651

555 I 4.0% 6.0%
565 3.8% 6.0%

TOTAL 4.0% 6.0%
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1 Q-

2

Have you examined the historical volatility of UNS Electric's expenses in each of the

four FERC accounts 501, 547, 555 and 565?

3

4

Yes . The  following summary of annua l expenses  in each of these  four accounts  for 2004

through 2006 wa s  compile d from FERC Form l informa tion:

5 UNS Electric's  Recorded Expenses  in FERC Accounts
Proposed by the Company for Recovery Through a  PPFAC Mechanism

6

7

8

9

1 0 Source for expense account information: UNS Electric FERC Form 1

1 1 Annual Change ($)

1 2

1 3 Annual Change (%)

1 4

1 5

1 6

1 7

1 8

19

20

2 1

22

23

This  informa tion s ugge s ts  tha t his torica lly UNS  Ele ctric's  purcha s e d powe r e xpe ns e  in

Account 555 a nd tra nsmiss ion of e le ctricity by othe rs  in Account 565 a re  s ignifica nt a nd

ma te ria l to the  Compa ny's  ope ra tions , but ha ve  not be e n pa rticula rly vola tile . Howe ve r,

the  his torica l la ck of vola tility ha s  mos t like ly be e n e na ble d by the  full re quire me nts

a rra nge me nt tha t UNS  Ele ctric ha s  ha d unde r the  P WCC P S A, which is  s che dule d to

expire  on May 31, 2008. From June  2008 forward, UNS Electric's  purchased power cos ts

a re  like ly to be  subje ct to a  highe r de gre e  of fluctua tion tha n the y ha ve  his torica lly be e n

under the  full requirements  PWCC PSA.

2 4

A.
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1 Q-

2

P le a s e  d is c u s s  UNS  Ele c tric 's  p ro p o s a l fo r in c lu d in g  th e  "c o s t o f c re d it s u p p o rt

as s oc ia ted with  fue l and purchas ed power procurement and hedging" be  inc luded in

3 the  P P FAC.

4

5

6

7

8

9

1 0

1 1

1 2

1 3

1 4

Mr. De Concini s ta te s  a t pa ge s  17-18 of his  dire ct te s timony tha t: "P re pa yme nts , ca s h

escrow accounts, s tandby le tters  of credit and parenta l guarantees are  a ll common loomis of

cre dit s upport" in the  whole s a le  ma rke ts  for fue l a nd purcha s e d powe r, a nd tha t UNS

Electric wants  to include  in the  PPFAC "the  cos ts  a ssocia ted with s tandby le tte rs  of credit,

pre pa yme nts , ca sh e scrow a ccounts  a nd pa re nt gua ra nte e s ." UNS  Ele ctric propose s  to

charge  to the  PPFAC bank balance  a  cost for s tandby le tte rs  of credit a t an annualized cost

equa l to 1.0 pe rcent of the  face  amount issued. UNS Electric a lso proposes  to cha rge  the

PPFAC bank ba lance  for prepayments  and cash escrow accounts  a t UNS Electric's  cost of

short te rn borrowing. Additiona lly, UNS  Ele ctric propose s  to cha rge  to the  P P FAC ba nk

ba la nce  for pa re nta l gua ra nte e s  "a t the  sa me  ra te  cha rge d to UNS  Ele ctric for le tte rs  of

credit is sued unde r the  UNS Electric credit fa cility."

1 5

1 6 Q-

1 7

Do you  a g re e  with  UNS  Ele c tric 's  p ropos a l tha t "c os t o f c re d it s upport a s s oc ia te d

with  fu e l a n d  p u rc h a s e d  p o we r p ro c u re m e n t a n d  h e d g in g "  b e  in c lu d e d  in  th e

1 8 P P FAC?

1 9 No . UNS  Ele ctnlc ha s  not de mons tra te d  tha t inclus ion of s uch cos ts  in  a  P P FAC

20

2 1

22

23

24

25

26

A.

A.

me cha nis m is  re a s ona ble  or a ppropria te , is  a  common pra ctice  in the  e le ctric utility

industry, or tha t such cos ts  would be  appropria te ly recorded in one  of the  FERC accounts

tha t the  Company proposes as  the  basis  for its  PPFAC. Prepayments and the  cash working

ca pita l re quire me nt a s s ocia te d with  iiue l a nd purcha s e d powe r a re  re fle cte d in  the

de te rmina tion of base  ra tes  as  a  component of the  utility's  ra te  base . The  cost of financing

ra te  ba se  compone nts  is  re fle cte d in the  de te nnina tion of the  utility's  ba se  ra te  re ve nue

re quire me nt. S ta ff re comme nds  tha t UNS  Ele ctric's  propos a l for including the  "cos t of
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1

2

credit support a ssocia ted with fue l and purchased power procurement and hedging" in the

PPFAC be  re jected.

3

4 Q-

5

Ple a s e  c omme nt re ga rd ing  the  Compa ny's  p ropos a l fo r ba s ing  the  PPFAC on  a  12-

mo n th  ro llin g  a ve ra g e  c o s t o f fu e l a n d  p u rc h a s e d  p o we r, in c lu d in g  a  "p h a s e  in "

6 p e rio d .

7

8

9

10

11

12

This  provis ion is  not obje ctiona ble  in its e lf, howe ve r, the  Compa ny's  re la te d propos a l tha t

th e  P P F AC  ra te  c h a n g e s  a re  im p le m e n te d a u to m a tic a lly is  n o t  fa v o re d  b y  S t a ff ,

e s pe cia lly a t a  time  whe n UNS  Ele ctric 's  fue l a nd purcha s e d powe r procure me nt would be

unde rgoing s ignifica nt cha nge s , a nd ma y thus  be  de s e rving of a  highe r le ve l of re gula tory

s c rutiny.  Als o ,  the  provis ion  for cha nging P P FAC ra te s  m onthly is  not fa vore d  be ca us e

v e ry fre q u e n t  ra te  c h a n g e s  c o u ld  in c re a s e  c u s to m e r c o n fu s io n  a n d  c a u s e  n e g a tiv e

cus tome r re a ctions .13

14

15 Q,

16

What is your understanding of why UNS Electric has proposed the use of a rolling

12-month average?

17

18

19

20

2 1

At pa ge  19 of his  dire ct te s timony, Mr. De Concini s ta te s  tha t the  Compa ny is  re que s ting a

12-m onth rolling a ve ra ge  be ca us e  it provide s  a  le ve l of price  s m oothing to cus tom e rs  to

he lp mitiga te  e xtre me  price  cha nge s  tha t ma y be  only s hort te rm in na ture . He  a ls o s ta te s

th a t  c u rre n t  P u rc h a s e d  G a s  Ad ju s te r Me c h a n is m s  fo r UNS  G a s  a n d  S o u th we s t  G a s

Corpora tion both ha ve  a  12-month rolling a ve ra ge  a uto-a djus ting fe a ture .

22

23 Q-

24

What concerns were expressed by Staff concerning the use of a rolling average to set

power supply adjustment rates in the recent APS rate case?

25

26

A.

A.

A. In the  re ce nt AP S  ra te  ca s e , S ta ff re cognize d tha t the  ma in a dva nta ge  of a  "rolling

a ve ra ge " a pproa ch is  tha t it would smooth out the  cos t discontinuitie s  produce d in ve ry
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1

2

3

4

vola tile  e ne rgy ma rke ts , a nd is  the re fore  re spons ive  to the  is sue  of ma na ging vola tility.

However, when address ing the  rolling average  issue  in the  recent APS case , S ta ff had two

conce rns : (l) tha t s uch a n a pproa ch could a ctua lly incre a s e  de fe rra ls , a nd (2) tha t ve ry

fre que nt ra te  cha nge s  could incre a se  cus tome r confus ion a nd ca use  ne ga tive  cus tome r

teacti0ns_115

6

7 Q- In the APS rate case, did Staff recommend an alternative to the use of a rolling

8 average approach?

9

1 0

1 1

1 2

1 3

1 4

1 5

1 6

Ye s . In the  AP S  ra te  ca s e , S ta ff re comme nde d a  P la n of Adminis tra tion de s igne d to

provide  for the  re cove ry of a ctua l, prude ntly incurre d fue l a nd purcha s e d powe r cos ts ,

ba s e d on thre e  compone nts : (1) a  forwa rd compone nt (ba s e d on fore ca s t fue l a nd

purchased power costs), (2) an his torica l component (which tracks  the  diffe rences  be tween

actua l and recove red cos ts ), and (3) a  trans ition component (which provides  for recove ry

o f ba la nce s  a ris ing  unde r the  p rovis ions  o f the  p re vious  powe r s upp ly re cove ry

me cha nis m). The  de ta ils  of S ta ff's  propos a l in the APS case a re  more  fully pre se nte d in

the  Plan of Adminis tra tion, tha t I have  presented for ease  of re fe rence  in Attaclnnent RCS-

4.12
1 7

1 8

1 9 Q- Does Staff suggest that an alternative arrangement for a UNS Electric PPFAC that

combined similar elements?20

2 1

22

23

24

Ye s . While  the  s pe cific de ta ils  would ne e d to be  ta ilore d to UNS  Ele ctric's  pa rticula r

s itua tion, S ta ff be lie ve s  tha t a  ne w P P FAC me cha nis m for UNS  Ele ctric tha t conta ins

ma ny of the  s a me  e le me nts  in the  AP S  P S A P la n of Adminis tra tion could be  worka ble ,

and could provide  benefits  to UNS Electric and its  ra tepayers .

A.

A.

11 See, e.g., Docket No., E-01345A-05-0816, Supplemental Tes timony of John Antonuk, a t pages  23-24.
12 As noted above in my tes timony, this  a ttachment is  the most current itera tion of the Plant of Adminis tra tion for the
APS PSA and does  not yet reflect or incorporate the Commiss ion's  determinations  in the APS ra te case regarding the
90/10 sha ring or the 4 mills  per kph annua l bandwidth provis ions .
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1 Q- Do you  a gre e  with  UNS  Ele c tric 's  p ropos a l fo r re c ogn ition  o f c a rrying  c os ts  on  the

PPFAC bank ba lances ?2

3

4

I a gre e  in ge ne ra l tha t providing for ca rrying cos ts  on de fe rre d P P FAC ba nk ba la nce s

prospective ly would be  appropria te .

5

6 Q. What in te res t ra te  s hould  be  applied to  the  monthly PPFAC bank ba lance?

7

8

9

1 0

11

1 2

S ta ff re comme nds  us ing a n inte re s t ra te , ba s e d on the  one -ye a r Nomina l Tre a s ury

Cons ta nt Ma turitie s  ra te  conta ine d in the  Fe de ra l Re s e rve  S ta tis tica l Re le a s e , H-15,

a pplie d e a ch month to the  pre vious  month 's  ba la nce . This  is  e s s e ntia lly the  s a me

re comme nda tion for the  ca rrying cos t ra te  tha t S ta ff propos e d in the  AP S  P S A P la n of

Ad1ninis tra tion.13 The  inte re s t ra te  is  a djus te d a nnua lly on the  firs t bus ine ss  da y of the

calendar year in the same manner as the customer deposit ra te .

1 3

1 4 Q-

1 5

Ho w d o e s  th e  c a rryin g  c o s t ra te  S ta ff re c o mme n d s  c o mp a re  with  UNS  Ele c tric 's

propos ed interes t ra te  for cus tomer depos its ?

1 6

1 7

1 8

1 9

As  s hown on Exhibit TJ F-1 to Dire ct Te s timony of Thoma s  J . Fe rry, in  the  re d-line d

ve rs ion of the  Rule s  a nd Re gula tions , pa ge  16 of 109, s e ction 3, UNS  Ele ctric ha s

proposed in its  ra te  case  to use  the  one-year Treasury constant maturities  ra te  for customer

de pos its . This  is  the  s a me  inte re s t ra te  tha t S ta ff re comme nds  be  a pplie d to compute

20 carrying charges on the  monthly PPFAC bank balances.

A.

A.

A.

13 See, e.g., Attachment RCS-___, pages 10, 11 and 13 of the Staff Proposed Plan of Administration.
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1 Q-

2

Please comment regarding the Company's proposal for increasing the PPFAC bank

balance threshold to $10 million, with an automatically instated surcharge or credit

to return the balance over the next twelve months.3

4

5

6

7

8

9

The  $10 million thre shold is  not obje ctiona ble , ta ke n by its e lf. Mr. De Concini s ta te s , on

page  20, tha t the  Company's  proposed new thre shold leve l of $10 million was  ca lcula ted

a s  10 pe rce nt of te s t ye a r iile l a nd purcha s e d powe r cos ts  a nd rounde d to the  ne a re s t

million dolla rs . Mr. De Concini a ls o indica te s  tha t this  highe r le ve l will mitiga te  the  ne e d

for fre que nt filings  tha t might othe rwis e  occur due  to s hort-te rm cha nge s  in fue l a nd

purchased power prices.

10

11

12

13

14

15

S ta ff doe s  not obje ct to  the  propos a l by UNS  Ele ctric  tha t a  P P FAC ba nk ba la nce

e xce e ding $10 million should trigge r a  filing. Howe ve r, S ta ff re comme nds  tha t the  filing

be  more  than informa tiona l, tha t the  pe riod ove r which the  bank ba lance  is  amortized into

ra te s  be  le ft to  the  dis cre tion of the  Commis s ion ra the r tha n be  pre -ma nda te d a t 12

months , a nd tha t the  surcha rge  not a utoma tica lly be come  e ffe ctive  without Commiss ion

approva l.16

17

18

19

2 0

21

I a ls o  no te  tha t if a  ne w P P FAC for UNS  Ele c tric  is  a dopte d  tha t is  s imila r to  the  AP S

P S A P la n  o f Admin is tra tion , bu t ta ilo re d  to  UNS  E le c tric 's  c irc ums ta nc e s ,  th is  wou ld

provide  fo r a n  a ppropria te  filing  a nd  re vie w proc e s s ,  a nd  would  a vo id  a u toma tic  ra te

cha nge s  occun'ing without Commis s ion a pprova l.

22

23 Q- Wh a t k in d s  o f filin g  a n d  re p o r t in g  s h o u ld  b e  re q u ire d  fo r  UNS  Ele c tr ic ' s  n e w

PPFAC mechanis m?24

25

26

A.

A. S ta ff re comme nds  tha t filing  a nd re porting  be  re quire d  for a  ne w UNS  Ele c tric  P P FAC

me cha nis m s imila r to  thos e  s e t forth  in  the  AP S  P S A P la n of Adminis tra tion, with  s uch
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1

2

e le me nts  a s  the  a nnua l re porting  pe riod  a nd s pe cific  informa tion  to  be  file d  be ing

a ppropria te ly ta ilore d to fit UNS  Ele ctric's  s itua tion.

3

4 Q- What e ffec tive  da te  does  UNS Elec tric  propos e  for a  new PPFAC mechanis m?

5

6

As s ta ted on page  19 of Mr. DeConcini's  direct te s timony, UNS Electric proposes  tha t the

new PPFAC Mechanism begin June  1, 2008 upon the  expira tion of the  PWCC PSA.

7

8

9

10

Q- Does  S ta ff agree  tha t a  new PPFAC mechanis m for UNS Elec tric  s hould  begin  J une

11

12

13

14

1, 2008?

Ye s . While  S ta ff doe s  not a gre e  with the  s pe cific  ne w P P FAC me cha nis m tha t ha s  be e n

propos e d  by UNS  Ele c tric , a nd  would  pre fe r to  s e e  a  ne w P P FAC me cha nis m for UNS

E le c tric  th a t m o re  c lo s e ly c o rre s p o n d s  with  th e  p ro vis io n s  o f th e  AP S  P S A P la n  o f

Adminis tra tion, S ta ff doe s  a gre e  tha t it would be  a ppropria te  for a  ne w P P FAC to be gin

J une  1, 2008, to corre s pond with the  e xpira tion of the  P WCC P S A.

15

16 Q- Has  the  Company propos ed a  phas e-in  period for its  new PPFAC?

17

18

19

20

Yes. Mr. DeConcini's  direct te s timony a t pages  19-20 describes  the  Company's  proposed

pha se -in pe riod, which would be  a pplica ble  for the  firs t s ix months  a fte r imple me nta tion

of the  mechanism beginning June 1, 2008.

21 Q- Does Staff agree with the Company's proposed phase-in?

22

23

24

25

A.

A.

A.

A. No .  S ta ff would pre fe r to ha ve  the  ne w P P FAC for UNS  Ele ctric ba s e d on the  thre e

compone nts  (forwa rd, his torica l a nd tra ns ition) tha t S ta ff re ce ntly re comme nde d for the

AP S  P S A P la n of Adminis tra tion . The  combina tion of the  his torica l a nd tra ns ition

c o m p o n e n ts ,  wh ic h  wo u ld  n e e d  to  b e  ta ilo re d  to  fit  UNS  E le c tric 's  p a rtic u la r
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1

2

circumsta nce s , is  be lie ve d to be  sufficie nt to a ddre ss  is sue s  re la te d to tra ns itioning from

the  Company's  old PPFAC to a  new PPFAC.

3

4 Q-

5

Wha t p rinc ipa l fe a tu re s  s hou ld  be  c ons ide re d  in  the  de s ign  o r modific a tion  o f UNS

Elec tric 's  fue l and purchas ed power adjus tment mechanis m?

6

7

8

9

10

11

The  following fea tures  should be  considered:

The re  s hould be  Commis s ion re vie w of propos e d cha rge s  be fore  the y be come

applicable . Th e  Co mp a n y's  cu rre n t P P FAC a lre a d y d o e s  th is  b y re q u irin g

Commiss ion approva l of any PPFAC ra te  changes  be fore  they a re  implemented. The

Compa ny's  propos e d ne w P P FAC would e limina te  this  provis ion by providing for

a utoma tic ra te  cha nge s  to occur without Commis s ion re vie w of propos e d cha rge s

12

13

before  they become applicable .

The re  should be  a  cle a r provis ion for the  re concilia tion of re ve nue s  a nd cos ts . The

14

15

1 6

curre nt P P FAC provide s  for a  type  of re concilia tion in the  P P FAC ba nk ba la nce

accounting, whereby fue l and purchased power expenses  a re  ma tched with the  base

ra te  powe r s upply a nd P P FAC re ve nue s  unde r which the  Compa ny re cove rs  s uch

costs.17

18 There  should be  an opportunity for an independent Commiss ion review of prudence

and reasonableness  in a ll a reas  tha t drive  the  cos ts  collected under the  PPFAC. The19

20

21

22

23

24

25

26

A.

content of these  reviews and the  issues they address  should be  subject to examination

and comment by the  a ffected s takeholde rs . The  ultima te  purpose  of such reviews  is

to e na ble  the  Commiss ion to ma ke  a n infonne d de te rmina tion of wha t, if a ny, cos ts

re s u lte d  from ine ffe c tive  o r imprude n t u tility pe rfo rma nce ,  a nd  wha t,  if a ny,

adjustments  should be  made to future  recoveries  and over what periods of time.

The  P P FAC s hould provide  a  re lia ble  me cha nis m for a s s uring re a s ona bly prompt

re cove ry of prude nt a nd re a sona ble  fue l a nd e ne rgy cos ts . Ide a lly, a  we ll de s igne d
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1

2

3

4

5

6

P P FAC would a void s itua tions  whe re  de la ye d re cove ry of prude nt a nd re a s ona ble

fue l a nd e ne rgy cos ts  would ha ve  ma te ria l fina ncia l cons e que nce s  (e .g., through

increased financing cos ts  or re s tra ints  on access  to financia l re sources). Put anothe r

way, the  PPFAC should, by providing for reasonably prompt recove ry of prudent and

re a sona ble  fue l a nd e ne rgy cos ts , he lp to ma inta in the  utility's  fina ncia l be nchma rks

tha t promote  the  ability to secure  financing a t costs  favorable  to customers .

7

8 Q. Are there any other considerations?

9

10

11

12

13

Ye s . The  Commis s ion ma y wa nt to include  a  provis ion de s igne d to provide  the  utility

with a n ince ntive  to procure  fue l a nd purcha se d powe r a t the  lowe s t cos t cons is te nt with

providing re lia ble  e le ctric se rvice  might be  a ppropria te , a lthough such provis ions  ca n be

difficult to  de s ign in te rms  of providing the  a ppropria te  ba la nce  be twe e n fa cilita ting

recovery of prudently incurred cos ts  and s tructuring the  incentives .

14

15 Q- P le a s e  s u mma rize  yo u r re c o mme n d a tio n s  c o n c e rn in g  th e  d e ve lo p me n t o f a  n e w

PPFAC me c ha n is m for UNS Ele c tric .16

17

18

19

20

21

22

23

24

The  ne w P P FAC propos e d by UNS  Ele ctric conta ins  obje ctiona ble  fe a ture s  s uch a s

a utoma tica lly a djus ting ra te s  without Commis s ion a pprova l a nd inclus ion of cos ts  tha t

would more  appropria te ly be  addre ssed in ba se  ra te s , a s  we ll a s  ra is ing othe r conce rns ,

a nd should the re fore  be  re je cte d. A ne w P P FAC for UNS  Ele ctric should be  de ve lope d

a long the  line s  of the  AP S  P S A P la n of Adminis tra tion S ta ff propos e d for the  Arizona

P ublic S e rvice  Compa ny in Docke t Nos ., E-01345A-05-0816 e t a l, a fte r a ppropria te

a djus tme nts  to fit UNS  Ele ctric's  circums ta nce s . The  ne w P P FAC for UNS  Ele ctric

should become e ffective  June  1, 2008, upon expira tion of the  Company's  a ll requirements

25 power contract with PWCC.

26

A.

A.
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1 VII. C O MP ANY' S P ROP OS ED R AT E MAKING TR E ATME NT F O R A NE W

2

3 Q-

P E AKING  UNIT,  B LAC K MO UNTAIN G E NE R ATING  S TATIO N

Wha t is  the  Bla c k Mounta in  Ge ne ra ting  S ta tion  ("BMGS ")?

4

5

6

7

8

9

10

11

12

The  BMGS  is  a  90 MW pe a king fa cility unde r de ve lopme nt a t a  s ite  in Moha ve  County.

BMGS  cons is ts  of two LM 6000 combus tion turbine s . It is  be ing  de ve lope d by a n

a ffilia te d compa ny, UniS ource  Ene rgy De ve lopme nt Compa ny ("UEDC"). UNS  Ele ctric

witne s s  Ke vin La rs on s ta te s  (a t pa ge s  2 a nd 4 of his  dire ct te s timony) tha t UEDC ha s

ne gotia te d a  turnke y cons truction contra ct for the  proje ct tota ling $46 million. UEDC is  in

the  proce s s  of obta ining pe rmits  a nd ma king othe r a rra nge me nts  to me e t a  proje cte d

ope ra ting da te  of Ma y 2008. The  Compa ny e s tima te s  a dditiona l cos ts  of pe rmitting, s ite

improve me nts , obta ining wa te r supply, conne cting to a  ga s  pipe line , ma king subs ta tion

improve me nts , providing proje ct s upe rvis ion a nd pa ying inte re s t on borrowe d binds  of

1 3 $14 million to $19 million. In tota l, UNS  Ele ctric e s tima te s  BMGS  will cos t $60 to $65

14 million .

15

16

17

Q. What ratemaking treatment is the Company requesting for BMGS?

18

19

20

21

22

23

24

25

26

A.

A. UNS Electric reques ts  tha t the  Commiss ion include  the  BMGS in its  ra te  base  e ffective  as

o f J une  1 , 2008  a s  s e t fo rth  in  the  te s timony o f Compa ny witne s s  Ke vin  La rs on .

S pe cifica lly, a s  e xpla ine d on pa ge  3 of Mr. La rs on's  dire ct te s timony: "the  Compa ny is

requesting a  post-tes t year adjus tment to ra te  base  and a  corresponding reclass ifica tion of

ra te s  e ffective  June  1, 2008, or a t a  la te r da te  if commercia l ope ra tion is  de layed beyond

J u n e  l,  2 0 0 8 ." The  Compa ny's  p ropos e d  pos t-te s t ye a r a d jus tme nt would  a dd

a pproxima te ly $10 million to the  non-fue l (ba se  ra te ) re ve nue  re quire me nt, a s suming a

$60 million comple tion cos t. As  Mr. La rs on furthe r e xpla ins  (on pa ge  3 of his  dire ct

te s timony): "On the  e ffe ctive  da te  of this  a djus tme nt, UNS  Ele ctric would incre a s e  the

average  base  de livery charge  to customers  by approximate ly 0.6 cents  per kph, and make
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1

2

3

4

5

6

7

8

9

1 0

11

1 2

a  corre sponding decrease  of 0.6 cents  pe r kph to the  base  power supply ra te ." He  s ta te s

tha t, initia lly, this  propos a l will be  "re ve nue  ne utra l" to UNS  Ele ctric. Othe r fe a ture s  of

the  Company's  proposed ra temaking trea tment for BMGS include  (pe r Mr. La rson's  direct

testimony, at page 4) :

If a ctua l proje ct cos ts  e xce e d $60 million, UNS  Ele ctric  will not s e e k ra te  ba s e

trea tment of any cost diffe rence  until the  Company's  next ra te  case .

Fo llowing  the  pu rcha s e  o f the  p ro je c t by UNS  Ele c tric  a nd  upon  comme rc ia l

ope ra tion of the  fa cility, the  Compa ny would provide  the  Commiss ion with a  proje ct

comple tion report, de ta iling the  cos t of comple tion and the  re sults  of pre -commercia l

te s ting.

Thirty da ys  a fte r such re port is  file d, or on June  1, 2008 if the  proje ct is  comple te d

prio r to  Ma y l,  2008 , the  Compa ny wou ld  imp le me n t the  ra te  re c la s s ifica tion

described above.1 3

1 4

1 5 Q_

1 6

What has the Company said it would do if the Commission rejects its proposal for a

post-test year adjustment to rate base?

1 7

1 8

1 9

A. At page  5 of his  direct te s timony, Mr. La rson s ta te s  tha t UNS Electric could e lect to ente r

into a  purcha s e d powe r a gre e me nt ("P P A") with its  a ffilia te , UEDC. He  s ta te s  tha t the

te rns  of the  PPA would be  subj e t to approva l by the  Commiss ion and by FERC.
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1 Q- What cos ts  of BMGS have  been incurred by UNS Elec tric?

2

3

4

5

6

7

8

It a ppe a rs  tha t only minima l, if a ny, cos ts  ha ve  be e n incurre d by UNS Ele ctric in the  te s t

yea r. As  of the  end of the  te s t yea r, it appears  the  Company had not incurred any cos t for

BMGS construction. The  response  to STF 11.2 s ta tes  tha t none  of the  Company's  end-of-

te s t-ye a r CWIP  ba la nce  include s  BMGS  cos t. Additiona lly, S ta ff" s  e ngine e ring re port,

which re porte d on the  re s ults  of a  s ite  vis it ma de  in J une  2007 a mong othe r things ,

revea led ve ry little  work ha s  appa rently been done  a t the  plant s ite . It appea rs  tha t cos ts

re la te d to BMGS  cons truction a re  be ing re corde d on the  books  of the  a ffilia te , UEDC,

9 ra the r tha n on UNS  Ele ctric 's  books .

10

1 1 Q- Wh a t c o n c e rn s  re g a rd in g  re g u la to ry la g  h a s  UNS  Ele c tric  e xp re s s e d  re la te d  to

12 BMGS ?

13

14

15

P a ge s  7-8  of Mr. La rs on 's  te s timony e xpre s s e s  conce rn  tha t the  time  la g  be twe e n

cons truction outla ys , comme rcia l ope ra tion a nd ra te  re cognition of ne w ge ne ra ting

fa cilitie s  ca n be  quite  long if a  pos t-te s t ye a r a djus tme nt to ra te  ba se  is  not a llowe d. He

16 estimates  tha t, s ince  the  units  a re  not scheduled for comple tion until the  second quarte r of

17

18

19

20

2 1

22

23

A.

A.

2008, a  te s t ye a r e nding J une  30, 2008 would ha ve  to be  us e d in orde r to ge t the  full cos t

o f the s e  un its  in to  ra te s  on  a n  h is to ric a l te s t ye a r ba s is . He  e s tim a te s  tha t ne w ra te s

re fle cting the  full cos t of the  pe a king unit would not be com e  e ffe ctive  until J a nua ry 2010.

He  s ta te s  tha t,  "from  a  fina ncia l pe rs pe ctive , UNS  Ele ctric  ca nnot wa it until 2010 for ra te

re c o v e ry o n  a  p ro je c t o f th is  s iz e . " F in a lly,  h e  s ta te s  th a t,  "in  lig h t o f th is  p o te n tia l

outcome , a s  we ll a s  the  borrowing cons tra ints  fa ce d by UNS  Ele ctric, a  de cis ion wa s  ma de

to de ve lop the  pe a king fa cility proje ct a t UEDC."
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1 Q-

2

Does the Company's proposed treatment of BMGS appear to qualify as a post-test

year adjustment in the current rate case?

3

4

5

6

7

8

9

1 0

1 1

1 2

1 3

No, it does  not. The re  a re  seve ra l conce rns  with approving ra te  ba se  trea tment of BMGS

in the  curre nt ra te  ca s e , including the  unce rta intie s  re la ting to the  pla nt. One  of the

prima ry de ficie ncie s  is  tha t the  pla nt is  not e xpe cte d to be  in comme rcia l ope ra tion until

Ma y or J une  of 2008. This  is  we ll be yond the  e nd of the  te s t ye a r in the  curre nt UNS

Electric ra te  case , and is  severa l months  beyond even the  scheduled hearing. Additiona lly,

the re  is  unce rta inty re ga rding the  tota l cos t of the  pla nt. The re  is  unce rta inty re ga rding

whe the r the  owne rs hip of the  pla nt would be  a t the  utility, UNS  Ele ctric, or with the

a ffilia te , UEDC. The re  is  unce rta inty re ga rding whe the r it would be  more  e conomica l for

UNS Electric and its  ra tepaye rs  for the  utility to own the  plant or to obta in power by some

othe r means . Given the  subs tantia l unce rta intie s  rega rding BMGS, S ta ff be lieves  it would

be  premature  inappropria te  to approve  the  Company's  request for ra te  base  inclusion.

1 4

1 5 Q-

1 6

1 7

1 8

Although you believe that the BMGS does not qualify as a post-test year adjustment

to rate base in the current rate case, is Staff sympathetic to the need for potentially

providing some type of extraordinary ratemaking support for this plant, given the

size of the project in relation to UNS Electric's existing rate base?

1 9

20

2 1

22

23

24

A.

A. Ye s . S ta ff unde rs ta nds  tha t the  cos t of BMGS , if it is  to be  a cquire d by UNS  Ele ctric,

would re s ult in a  s ignifica nt incre a s e  in the  Compa ny's  ra te  ba s e . S ta ff is  some wha t

sympa the tic to the  Compa ny's  re la te d conce rns  a bout providing a  supportive  re gula tory

tre a tme nt re la ting to the  fina ncing. S ta ff witne s s  Ale xa nde r lgvve  is  a ddre s s ing the

Compa ny's  re que s t for a pprova l of is suing a dditiona l fina ncing, a nd, a s  de scribe d in his

tes timony, S ta ff is  supportive  of tha t request, subj e t to certa in sa feguards .
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1 Q- What does Staff recommend?

2

3

4

5

6

7

8

S ta ff re comme nds  tha t the  Commis s ion de ny the  Compa ny's  re que s te d ra te  ba s e  a nd

ra te ma king tre a tme nt of BMGS . S ta ff re comme nds  tha t the  Compa ny a pply for a n

a ccounting orde r re que s ting pe rmiss ion to de fe r cos ts  re la te d to BMGS from the  da te  of

the  la te r of UNS  Ele ctric owne rs hip or BMGS  comme rcia l ope ra tion until the  unit is

recognized in ra te  ba se  in the  Company's  next ra te  ca se . De fe rred accounting tre a tment

would protect the  Company's  ea rnings  until a  new ra te  case  could be  tiled and processed.

This  trea tment would a lso enable  an ana lys is  of the  va rious  options  once  the  tota l cos t of

BMGS  is  known.9

10

11 Q-

12

1 3

14

At p a g e  4 o f h is  d ire c t te s timo n y, Mr. La rs o n  s ta te s  th a t UNS  Ele c tric  c o n s id e re d

s u c h  a n  a lte rn a tive , b u t  it  wo u ld  n o t  e n a b le  th e  Co m p a n y to  ra is e  th e  c a p ita l

neces s a ry to  purchas e  the  fac ility, and would not provide  the  cas h flow neces s a ry to

s uppo rt a n  a dd itiona l $60 million  to  $65 million  o f c a p ita l du ring  the  c os t de fe rra l

period. P leas e  res pond.1 5

1 6

1 7

18

19

2 0

21

A numbe r of cons ide ra tions  le a d S ta ff to conclude  tha t a n a ccounting orde r would be

pre fe rable  to granting UNS Electric the  pos t-te s t yea r ra te  base  adjus tment the  Company

has  reques ted in this  proceeding. The re  a re  pre sently too many unce rta intie s  conce rning

BMGS to wa rra nt gra nting the  pos t te s t ye a r ra te  ba s e  tre a tme nt re que s te d by the

Company. The  uncerta inties  and other factors  a re  such tha t granting the  Company a  post-

test year ra te  base  adjustment for this  plant in the  current ra te  case  would be  inappropria te .

22

23 Firs t, the  cos t and commercia l ope ra tion da te  of BMGS is  not ye t known with ce rta inty.

24

25

26

A.

A.

Second, the Company's anticipated in-service date is well beyond the end of the June 30,

2006 test year being utilized in the current rate case.
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1

2

Third, an accounting orde r granting de fe rra l would protect the  Company's  ea rnings  during

the  period before  the  plant rece ived ra te  recognition.

3

4

5

6

7

8

9

Fourth, in te rms  of ra is ing capita l, it is  unclea r to S ta ff how UNS Electric would be  unable

to ra ise  the  capita l to purchase  the  facility when an a ffilia ted company, UEDC, could ra ise

the  ca pita l to cons truct the  pla nt a nd pote ntia lly fina nce  it for us e  in a  future  purcha s e

powe r a gre e me nt, for which ke y s pe cifics , s uch a s  pricing a nd contra ct dura tion a re

curre ntly unknown. As  I h a ve  n o te d  a b o ve ,  S ta ff witn e s s  Ale xa n d e r lg we  h a s

recommended approva l of UNS Electric's  requested financing.

10

1 1

1 2

Fifth, it not known whe the r ha ving UNS  Ele ctric purcha se  a  pe a king unit such a s  BMGS

is  the  most economica l a lte rna tive  to obta in power for the  short, inte rmedia te  or long-te rm.

1 3

1 4

1 5

1 6

1 7

1 8

S ixth, in te rns  of the  impa ct on ca s h How, the  Compa ny's  propos a l is  to ha ve  BMGS

included in ra te  base  by a  "revenue  neutra l" ra te  reclass ifica tion tha t apparently would not

re s ult in a ny ne t ra te  a djus tme nt. It is  uncle a r how the  Compa ny's  propos e d "re ve nue

ne utra l" ra te  re cla ss ifica tion would re sult in a  subs ta ntia l improve me nt in the  Compa ny's

ca s h flow if it we re  to be  imple me nte d in a  truly "re ve nue  ne utra l" ma nne r tha t did not

result in a  substantia l ne t ra te  increase .1 9

20

2 1 Q-

22

Should the ratelnaking treatment of BMGS and the Company's related concerns

about cash How and regulatory lag issues related to BMGS be addressed in the

context of UNS Electric's next rate case?23

24 Yes. S ta ff be lieves  the  ultima te  ra te  base  and ra temaking trea tment of BMGS would bes t

25 be  de te rmined in UNS Electric's  next ra te  case .

26

A.
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1 Q- Does this conclude your testimony?

2 A. Ye s , it doe s .
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Attachment RCS-1
QUALIFICATIONS OF RALPH c. SMITH

Accomplishments
Mr. Smith's  profess ional credentia ls  include being a  Certified Financia l PlannerTm profess ional, a  licensed
Certified Public Accountant and a ttorney. He functions  as  project manager on consulting projects
involving utility regula tion, regula tory policy and ra tema ldng and utility management. His  involvement in
public utility regula tion has  included project management and in-depth analyses  of numerous  issues
involving telephone, electric, gas , and water and sewer utilities .

Mr. Smith has  performed work in the field of utility regula tion on beha lf of indus try, PSC s ta ffs , s ta te
a ttorney genera ls , municipalities , and consumer groups  concerning regula tory matters  before regula tory
agencies  in Alabama, Alaska , Arizona , Arkansas , Ca lifornia , Connecticut, Delaware, Florida , Georgia ,
Hawa ii, Illinois , Indiana , Kentucky, Louis iana , Ma ine, Michigan, Minnesota , Mis s is s ippi, Mis souri, New
Jersey, New York, Nevada , North Dakota , Ohio, Pennsylvania , South Carolina , South Dakota , Texas ,
Washington, Washington, D.C., Canada, Federal Energy Regulatory Commiss ion and various  s ta te and
federa l courts  of law. He has  presented expert tes timony in regula tory hearings  on beha lf of utility
commission s taffs  and interveners  on several occasions .

Project manager in Larkin & Associa tes ' review, on beha lf of the Georgia  Commiss ion Sta ff, of the budget
and planning activities  of Georgia  Power Company, supervised 13 profess ionals , coordinated over 200
interviews with Company budget center managers  and executives , organized and edited voluminous  audit
report, presented tes timony before the Commiss ion. Functiona l a reas  covered included foss il plant O&M,
headquarters  and dis trict opera tions , internal audit, legal, a ffilia ted transactions , and respons ibility
reporting. All of our findings  and recommendations  were accepted by the Commiss ion.

Key team member in the firm's  management audit of the Anchorage Water and Wastewater Utility on
beha lf of the Alaska  Commiss ion Sta ff which assessed the effectiveness  of the Utility's  opera tions  in
severa l a reas , respons ible for in-depth inves tiga tion and report writing in a reas  involving information
systems, finance and accounting, affilia ted rela tionships  and transactions , and use of outs ide contractors .
Tes tified before the Alaska  Commiss ion concerning certa in a reas  of the audit report. AWWU concurred
with each of Mr. Smith's  40 plus  recommendations  for improvement.

Co-consultant in the analys is  of the issues  surrounding gas  transporta tion performed for the law fem of
Cravats , Swayne & Moore in conjunction with the case of Reynolds  Meta ls  Co. vs . the Columbia  Gas
System, Inc., drafted in-depth report concerning the regula tory trea tment a t both s ta te and federa l levels  of
issues  such as  flexible pricing and mandatory gas  transporta tion.

Lead consultant and expert witness  in the analys is  of the ra te increase reques t of the City of Austin -
Electric Utility on behalf of the res identia l consumers . Among the numerous  ra temaking issues  addressed
was  the economies  of the Utility's  employment of outs ide services , provided both written and ora l
tes timony outlining recommendations  and their bases . Most of Mr. Smith's  recommendations  were adopted
by the City Council and Utility in a  s ettlement.

Key team member performing an analys is  of the ra te s tabiliza tion plan submitted by the Southern Bell
Telephone & Telegraph Company to the Florida  PSC, performed comprehens ive analys is  of the Company's
projections  and budgets  which were used as  the bas is  for es tablishing ra tes .

Lead consultant in analyzing Southwestern Bell Telephone separa tions  in Missouri, sponsored the complex
technica l analys is  and ca lcula tions  upon which the fIln's  tes timony in tha t case was  based. He has  a lso
ass is ted in analyzing changes  in depreciation methodology for setting telephone rates  .
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Lead consultant in the review of gas  cos t recovery reconcilia tion applica tions  of Michigan Gas  Utilities
Company, Michigan Consolida ted Gas  Company, and Consumers  Power Company. Drafted
recormnendations  regarding the appropria te ra te of interes t to be applied to any over or under collections
and the proper procedures  and a llocation methodology to be used to dis tribute any refunds  to cus tomer
classes.

Lead consultant in the review of Consumers  Power Company's  gas  cos t recovery refund plan. Addressed
appropria te interes t ra te and compounding procedures  and proper a llocation methodology.

Project manager in the review of the reques t by Centra l Maine Power Company for an increase in ra tes .
The major area  addressed was  the propriety of the Company's  ra temaldng a ttrition adjus tment in rela tion to
its  corporate budgets  and projections .

Project manager in an engagement des igned to address  the impacts  of the Tax Reform Act of 1986 on gas
dis tribution utility opera tions  of the Northern Sta tes  Power Company. Ana lyzed the reduction in the
corpora te tax ra te, uncollectibles  reserve, ACRS, unbilled revenues , cus tomer advances , CIAC, and timing
of TRA-rela ted impacts  associa ted with the Company's  tax liability,

Project manager and expert witness  in the determination of the impacts  of the Tax Reform Act of 1986 on
the opera tions  of Connecticut Natura l Gas  Company on behalf of the Connecticut Department of Public
Utility Control - Prosecutoria l Divis ion, Connecticut Attorney Genera l, and Connecticut Department of
Consumer Counsel.

Lead Consultant for The Minnesota  Department of Public Service ("DPS") to review the Minnesota
Incentive P lan ("Incentive P lan") proposa l presented by Northwes tern Bell Telephone Company ("NWB")
doing bus iness  as  U S West Communica tions  ("USWC"). Objective was  to express  an opinion as  to
whether current ra tes  addressed by the plan were appropria te from a Minnesota  intras ta te revenue
requirements  and accounting perspective, and to ass is t in developing recommended modifications  to
NWB's  proposed Plan.

Performed a  variety of ana lytica l and review tasks  rela ted to our work effort on this  project. Obta ined and
reviewed data  and performed other procedures  as  necessary (1) to obtain an unders tanding of the
Company's  Incentive Plan filing package as  it rela tes  to ra te base, operating income, revenue requirements ,
and plan operation, and (2) to formulate an opinion concerning the reasonableness  of current ra tes  and of
amounts  included within the Company's  Incentive Plan filing. These procedures  included reques ting and
reviewing extens ive discovery, vis iting the Company's  offices  to review da ta , is suing follow-up
information requests  in many ins tances , telephone and on-s ite discuss ions  with Company representatives ,
and frequent discuss ions  with counsel and DPS Staff ass igned to the project.

Lead Consultant in the regula tory ana lys is  of Jersey Centra l Power & Light Company for the Department
of the Public Advoca te, Divis ion of Ra te Counsel. Tasks  performed included on-s ite review and audit of
Company, identification and analys is  of specific issues , preparation of data  requests , tes timony, and cross
examina tion ques tions . Tes tified in Hearings .

Ass is ted the NARUC Committee on Management Analys is  with drafting the Consultant Standards  for
Management Audits .

Presented tra ining seminars  covering public utility accounting, tax reform, ra ternaking, a ffilia ted
transaction auditing, ra te case management, and regula tory policy in Maine, Georgia , Kentucky, and
Pemisylvania . Seminars  were presented to commiss ion s taffs  and consumer interes t groups .
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Previous  Positions

with Larkin, Chapski and Co., the predecessor firm to Larkin & Associa tes , was  involved primarily in
utility regula tory consulting, and a lso in tax planning and tax research for bus inesses  and individuals , tax
return prepara tion and review, and independent audit, review and prepara tion of financia l s ta tements .

Ins ta lled computerized accounting sys tem for a  rea lty management firm.

Educa tion

Bachelor of Science in Adminis tra tion in Accounting,
1979.

with distinction, University of Michigan, Dearborn,

Master of Science in Taxa tion, Walsh College, Michigan, 1981. Mas ter's  thes is  dea lt with inves tment tax
credit and property tax on various  assets .

Juris  Doctor, cum laude, Wayne Sta te Univers ity Law School, Detroit, Michigan, 1986. Recipient of
American Jurisprudence Award for academic excellence.

Passed a ll pa rts  of CPA examina tion in firs t s itting, 1979. Received CPA certifica te in 1981 and Certified
Financia l P lanning certifica te in 1983. Admitted to Michigan and Federa l ba rs  in 1986.

Michigan Ba r As s ocia tion.

American Bar Associa tion, sections  on public utility law and taxa tion.

Partia l lis t of utility cases  pa rticipa ted in:

79-228-EL-FAC
79-231-EL-FAC
79-535-EL-AIR
80-235-EL-FAC
80-240-EL-FAC
U-1933*
U-6794
81 -0035TP
81-0095TP
81-308-EL-EFC
810136-EU
GR-81-342
Tr-81-208
U-6949
8400
18328
18416
820100-EU
8624
8648
U-7236
U6633-R
U-6797-R

Cincinna ti Gas  & Electric Company (Ohio PUC)
Cleveland Electric Illumina ting Company (Ohio PUC)
Eas t Ohio Gas  Company (Ohio PUC)
Ohio Edison Company (Ohio PUC)
Cleveland Electric Illumina ting Company (Ohio PUC)
Tucson Electric Power Company (Arizona  Corp. Commiss ion)
Michigan Consolida ted Gas  Co. --16 Refunds  (Michigan PSC)
Southern Bell Telephone Company (Florida  PSC)
Genera l Telephone Company of Florida  (Florida  PSC)
Dayton Power & Light Co.- Fuel Adjus tment Clause (Ohio PUC)
Gulf Power Company (Florida  PSC)
Northern Sta tes  Power Co. -- E-002/Minnesota  (Minnesota  PUC)
Southwes tern Bell Telephone Company (Missouri PSC))
Detroit Edison Company (Michigan PSC)
Eas t Kentucky Power Coopera tive, Inc. (Kentucky PSC)
Alabama Gas  Corporation (Alabama PSC)
Alabama Power Company (Alabarna PSC)
Florida  Power Corpora tion (Florida  PSC)
Kentucky Utilities  (Kentucky PSC)
Eas t Kentucky Power Coopera tive, Inc. (Kentucky PSC)
Detroit Edison - Burlington Northern Reiiund (Michigan PSC)
Detroit Edison - MRCS Program (Michigan PSC)
Consumers  Power Company -MRCS Program (Michigan PSC)
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U-5510-R Consumers  Power Company - Energy conservation Finance
Program (Michigan PSC)
South Carolina  Electric & Gas  Company (South Carolina  PSC)
Generic Working Capita l Hearing (Michigan PSC)
Westcoas t Transmiss ion Co., (National Energy Board of Canada)
Southern Bell Telephone & Telegraph Co. (Florida  PSC)

82-240E
7350
RH-1-83
820294-TP
82-165-EL-EFC
(S ubfile  A)
82-168-EL-EFC
830012-EU
U-7065
8738
ER-83-206
U-4758
8836
8839
83-07- 15
81 -0485-WS
U-7650
83-662
U-7650
U-6488-R
U-15684
7395 & U-7397
820013-WS
U-7660
83-1039
U-7802
83-1226
830465-EI
U-7777
U-7779
U-7480-R
U-7488-R
U-7484-R
U-7550-R
U-7477-R**
18978
R-842583
R-842740
850050-EI
16091
19297
76-18788AA
&76-18793AA

Toledo Edison Company(Ohio PUC)
Cleveland Electric Illumina ting Company (Ohio PUC)
Tampa Electric Company (Florida  PSC)
The Detroit Edison Company - Fermi II (Michigan PSC)
Columbia  Gas  of Kentucky, Inc. (Kentucky PSC)
Arkansas  Power & Light Company (Missouri PSC)
The Detroit Edison Company -- Refunds  (Michigan PSC)
Kentucky American Water Company (Kentucky PSC)
Western Kentucky Gas  Company (Kentucky PSC)
Connecticut Light & Power Co. (Connecticut DPU)
Pa lm Coas t Utility Corpora tion (Florida  PSC)
Consumers  Power Co. - Partia l and Immedia te (Michigan PSC)
Continenta l Telephone Company of California , (Nevada  PSC)
Consumers  Power Company .. Fina l (Michigan PSC)
Detroit Edis on Co., FAC & PIPAC Reconcilia tion (Michigan PSC)
Louis iana  Power & Light Company (Louis iana  PSC)
Campaign Ballot Proposa ls  (Michigan PSC)
Seacoas t Utilities  (Florida  PSC)
Detroit Edison Company (Michigan PSC)
CP Nationa l Corpora tion (Nevada  PSC)
Michigan Gas  Utilities  Company (Michigan PSC)
Sierra  Pacific Power Company (Nevada PSC)
Florida  Power & Light Company (Florida  PSC)
Michigan Consolida ted Gas  Company (Michigan PSC)
Consumers  Power Company (Michigan PSC)
Michigan Consolida ted Gas  Company (Michigan PSC)
Consumers  Power Company - Gas  (Michigan PSC)
Michigan Gas  Utilities  Company (Michigan PSC)
Detroit Edison Company (Michigan PSC)
Indiana  & Michigan Electric Company (Michigan PSC)
Continenta l Telephone Co. of the South Alabama (Alabama PSC)
Duquesne Light Company (Pemlsylvania  PUC)
Pennsylvania  Power Company (Pennsylvania  PUC)
Tampa Electric Company (Florida  PSC)
Louis iana  Power & Light Company (Louis iana  PSC)
Continenta l Telephone Co. of the South Alabama (Alabama PSC)

Detroit Edison - Refund - Appea l of U-4807 (Ingham
County, Michiga n Circuit Court)

85-53476AA
& 85-534785AA Detroit Edis on Refund - Appea l ofU-4758

(Ingham County, Michigan Circuit Court)
Consumers  Power Company - Gas  Refunds  (Michigan PSC)
United Telephone Company of Missouri (Missouri PSC)
Centra l Maine Power Company (Maine PSC)

U-8091/U-8239
TR-85-179**
85-212
ER-85646001
& ER-85647001
850782-EI & 850783-EI
R-860378

New England Power Company (FERC)
Florida  Power & Light Company (Florida  PSC)
Duquesne Light Company (Pennsylvania  PUC)
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R-850267
851007-WU
& 840419-S U
G-002/GR-86-160
7195 (Interim)
87-01-03
87-01-02

Pennsylvania  Power Company (Pennsylvania  PUC)

R-860378
3673-
29484
U-8924
Docket No. 1
Docket E-2, Sub 527
870853
880069**
U-1954-88-102
T E-1032-88-102
89-0033
U-89-2688-T
R-891364
F.C. 889
Case No. 88/546*

87-11628*

890319-EI
891345-E1
ER 8811 0912]
6531
R0901595
90-10
89-12-05
900329-WS
90-12-018
90-E-1185
R-911966
1.90-07-037, Phase II

U-1551-90-322
U-1656-91-134
U-2013-91-133
91-174***

Florida  Cities  Water Company (Florida  PSC)
Northern Sta tes  Power Company (Minnesota  PSC)
Gulf S ta tes  Utilities  Company (Texas  PUC)
Conllecticut Natura l Gas  Company (Connecticut PUC))
Southern New England Telephone Company
(Connecticut Depa rtment of Public Utility Control)
Duquesne Light Company Surrebutta l (Pennsylvania  PUC)
Georgia  Power Company (Georgia  PSC)
Long Is land Lighting Co. (New York Dept. of Public Service)
Consumers  Power Company - Gas  (Michigan PSC)
Aus tin Electric Utility (City of Aus tin, Texa s )
Carolina  Power & Light Company (North Ca rolina  PUC)
Pennsylvania  Gas  and Water Company (Pennsylvania  PUC)
Southern Bell Telephone Company (Florida  PSC)
Citizens  Utilities  Rura l Company, Inc. & Citizens  Utilities
Company, Kinsman Telephone Divis ion (Arizona  CC)
Illinois  Bell Telephone Compa ny (Illinois  CC)
Puget Sound Power & Light Company (Washington UTC))
Philadelphia  Electric Company (Pennsylvania  PUC)
Potomac Electric Power Company (Dis trict of Columbia  PSC)
Niaga ra  Mohawk Power Corpora tion, et a l P la intiffs , v.
Gulf+Westem, Inc. et a l, defendants  (Supreme Court County of
Onondaga , S ta te of New York)
Duquesne Light Company, et a l, pla intiffs , aga ins t Gulf+
Western, Inc. et a l, defendants  (Court of the Common Pleas  of
Allegheny County, Penns ylvania  Civil Divis ion)
Florida  Power & Light Company (Florida  PSC)
Gulf Power Company (Florida  PSC)
Jersey Centra l Power & Light Company (BPU)
Hawaiian Electric Company (Hawaii PUCs)
Equitable Gas  Company (Pennsylvania  Consumer Counsel)
Artes ian Water Company (Delaware PSC)
Southern New England Telephone Company (Connecticut PUC)
Southern Sta tes  Utilities , Inc. (Florida  PSC)
Souther Ca lifornia  Edis on Compa ny (Ca lifornia  PUC)
Long Is la nd Lighting Compa ny (New York DPS)
Pennsylvania  Gas  & Water Company (Pennsylvania  PUC)
(Inves tiga tion of OPEBs) Department of the Navy and a ll Other
Federa l Executive Agencies  (Ca lifornia  PUC)
Southwes t Gas  Corpora tion (Arizona  CC)
Sun City Water Company (Arizona  RUCO)
Havasu Water Company (Arizona  RUCO)
Centra l Maine Power Company (Department of the Navy and a ll
Other Federa l Executive Agencies )
Southwes t Gas  Corpora tion - Rebutta l and PGA Audit (Arizona
Corpora tion Commiss ion)

U-1551-89-102
& U-1551-89-103
Docket No. 6998
TC-91-040A a nd
TC-91-040B

9911030-WS &
911-67-WS
922180
7233 and 7243

Hawaiian Electric Company (Hawaii PUC)
Intras ta te Access  Charge Methodology, Pool and Rates
Local Exchange Carriers  Associa tion and South Dakota
Independent Telephone Coa lition
Genera l Development Utilities  -
Wes t Coas t Divis ions  (Florida  PSC)
The Peoples  Natural Gas  Company (Pennsylvania  PUC)
Hawaiian Nonpens ion Pos tretirement Benefits  (Hawaiian PUC)

Port Malabar and
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R-00922314
& M-920313C006
R00922428
E-1032-92-083 &
U-1656-92-183

Metropolitan Edison Company (Pennsylvania  PUC)
Pennsylvania  American Water Company (Pennsylvania  PUC)

92-09-19
E-1032-92-073
UE-92-1262
92-345
R-932667
U-93-60**
U-93-50**
U-93-64
7700
E-1032-93-111 &
U-1032~93-193
R-00932670
U-1514-93-169/
E-1032-93-169
7766
93-2006- GA-AIR*
94-E-0334
94-0270
94-0097
PU-314-94-688
94-12-005-Phase I
R-953297
95-03-01
95-0342
94-996-EL-AIR
95-1000-E
Non-Docke ted
Sta ff Inves tiga tion
E-1032-95-473
E-1032-95-433

GR-96-285
94-10-45
A.96-08-001 et a l.

96-324
96-08-070, et al.

97-05-12
R-00973953

97-65

16705
E- 1072-97-067
Non-Docketed
Staff Investigation

Citizens  Utilities  Company, Agua  Fria  Wa ter Divis ion
(Arizona  Corpora tion Commiss ion)
Southern New England Telephone Company (Connecticut PUC)
Citizens  Utilities  Compa ny (Electric Divis ion), (Arizona  CC)
Puget Sound Power and Light Company (Washington UTC))
Centra l Maine Power Company (Maine PUC)
Pennsylvania  Gas  & Water Company (Pennsylvania  PUC)
Matanuska  Telephone Associa tion, Inc. (Alaska  PUC)
Anchorage Telephone Utility (Alaska  PUC)
PTI Communica tions  (Alaska  PUC)
Hawaiian Electric Company, Inc. (Hawa ii PUC)
Citizens  Utilities  Company - Gas  Divis ion
(Arizona  Corpora tion Commiss ion
Pennsylvania  American Water Company (Pennsylvania  PUC)
Sa le of Assets  CC&N from Contel of the Wes t, Inc. to
Citizens  Utilities  Company (Arizona  Corpora tion Commiss ion)
Hawa iian Electric Company, Inc. (Hawa ii PUC)
The Eas t Ohio Gas  Company (Ohio PUC)
Consolida ted Edison Company (New York DPS)
Inter-Sta te Water Company (Illinois  Commerce Commiss ion)
Citizens  Utilities  Company, Kaua i Electric Divis ion (Hawa ii PUC)
Applica tion for Trans fer of Loca l Exchanges  (North Dakota  PSC)
Pacific Gas  & Electric Company (Ca lifornia  PUC)
UGI Utilities , Inc. - Gas  Divis ion (Pennsylvania  PUC)
Southern New England Telephone Company (Connecticut PUC)
Consumer Illinois  Water, Kankakee Water Dis trict (Illinois  CC)
Ohio Power Company (Ohio PUC)
South Carolina  Electric & Gas  Company (South Carolina  PSC)
Citizens  Utility Company - Arizona  Telephone Opera tions
(Arizona  Corpora tion Commiss ion)
Citizens  Utility Co. - Northern Arizona  Gas  Divis ion (Arizona  CC)
Citizens  Utility Co. - Arizona  Electric Divis ion (Arizona  CC)
Collabora tive Ratemaking Process  Columbia  Gas  of Pennsylvania
(Pennsylvania  PUC)
Missouri Gas  Energy (Missouri PSC)
Southern New England Telephone Company (Connecticut PUC)
Ca lifornia  Utilities ' Applica tions  to Identify Sunk Cos ts  ofNon-
Nuclea r Genera tion Assets , & Trans ition Cos ts  for Electric Utility
Res tructuring, & Consolida ted Proceedings  (Ca lifornia  PUC)
Bell Atlantic - Delaware, Inc. (Delaware PSC)
Pacific Gas  & Electric Co., Southern Ca lifornia  Edison Co. and
San Diego Gas  & Electric Company (Ca lifornia  PUC)
Connecticut Light & Power (Connecticut PUC)
Applica tion of PECO Energy Company for Approva l of its
Res tructuring Plan Under Section 2806 of the Public Utility Code
(Pennsylvania  PUC)
Applica tion of Delma rva  Power &Light Co. for Applica tion of a
Cos t Accounting Manual and a  Code of Conduct (Delaware PSC)
Energy Gulf S ta tes , Inc. (Cities  S teering Committee)
Southwes tern Telephone Co. (Arizona  Corpora tion Commiss ion)
Delaware - Es timate Impact of Universa l Services  Issues
(Delaware PSC)
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PU-314-97-12
97-0351
97-8001

US West Corrnnunica tions , Inc. Cos t Studies  (North Dakota  PSC)
Consumer Illinois  Water Company (Illinois  CC)
Inves tiga tion of Issues  to be Cons idered as  a  Result of Res tructuring of Electric
Indus try (Nevada  PSC)
Generic Docket to Cons ider Competition in the Provis ion
of Reta il Electric Service (Arizona  Corpora tion Commiss ion)

98-05-006-Phase I San Diego Gas  & Electric Co., Section 386 cos ts  (California  PUC)
9355-U Georgia  Power Company Rate Case (Georgia  PUC)
97-12-020 - Phase I Pacific Gas  & Electric Company (Ca lifornia  PUC)
U-98~56, U-98-60, Inves tiga tion of 1998 Intras ta te Access  charge filings
U-98-65, U-98-67 (Ala s ka  PUC)
(U-99-66, U-99-65, Inves tiga tion of 1999 Intras ta te Access  Charge filing
U-99-56, U-99-52) (Ala s ka  PUC)
Pha s e  II of97-SCCC-149-GIT

Southwestern Bell Telephone Company Cost Studies  (Kansas  CC)
PU-314-97-465 US Wes t Universa l Service Cos t Model (North Dakota  PSC)
Non-docketed Ass is tance Bell Atlantic .. Delaware, Inc., Review of New Telecomm.

U-0000-94-165

Contract Dispute

Non-docketed Project
Non-docketed
Project
E-1032-95-417

T~1051B-99-0497

T-01051B-99-0105
A00-07~043
T-01051B-99-0499
99-419/420
PU314-99-119

98-0252

00- 108
U-00-28
Non-Docketed

00-11-038
00-11-056
00-10-028

98-479

99-457

99-582

99-03-04

and Tariff Filings  (Delaware PSC)
City of Zea la nd, MI - Wa ter Contra ct with the City of Holla nd, MI
(Before an a rbitra tion panel)
City of Da nville , IL - Va lua tion of Wa ter Sys tem (Da nville , IL)

Village of Univers ity Pa rk, IL - Va lua tion of Wa ter and
Sewer Sys tem (Village of Univers ity Pa rk, Illinois )
Citizens  Utility Co., Maricopa  Water/Was tewater Companies
et a l. (Arizona  Corpora tion Commiss ion)
Proposed Merger of the Parent Corpora tion of Qwes t
Communica tions  Corpora tion, LCI Interna tiona l Telecom Corp.,
and US Wes t Communica tions , Inc. (Arizona  CC)
US Wes t Comnlunica tions , Inc. Rate Case (Arizona  CC)
Pacific Gas  & Electric - 2001 Attrition (Ca lifornia  PUC)
US West/Ques t Broadband Asset Transfer (Arizona  CC)
US Wes t, Inc. Toll and Access  Rebalancing (North Dakota  PSC)
US Wes t, Inc. Res identia l Rate Increase and Cos t Study Review
(North Dakota  PSC
Ameritech - Illinois , Review of Alterna tive Regula tion P lan
(Illinois  CUB)
Delmarva  Billing Sys tem Inves tiga tion (Delaware PSC)
Matanuska  Telephone Associa tion (Alaska  PUC)
Management Audit and Market Power Mitiga tion Ana lys is  of the
Merged Gas  Sys tem Operation of Pacific Enterprises  and Enova
Corpora tion (Ca lifornia  PUC)
Southern Ca lifornia  Edison (Ca lifornia  PUC)
Pacific Gas  & Electric (Ca lifornia  PUC)
The Utility Reform Network for Modifica tion of Res olution E-
3527 (Ca lifornia  PUC)
Delma rva  Power & Light Applica tion for Approva l of its  Electric
and Fuel Adjus tments  Costs  (Delaware PSC)

Delaware Electric Coopera tive Res tructuring Filing (Delaware
PSC)
Dehna rva  P ower & Light db Conectiv P ower Delivery
Analys is  of Code of Conduct and Cos t Accounting Manual (Delaware PSC)
United Illumina ting Company Recovery of Stranded Cos ts
(Connecticut OCC)
Connecticut Light & Power (Connecticut OCC)99-03-36

Civil Action No.
98-1117 West Penn Power Company vs . PA PUC (Pennsylvania  PSC)
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Case No. 12604
Case No. 12613
41651
13605~U
14000-U
13196-U

Non-Docketed

Non-Docketed

Applica tion No .
99-01~016,

Upper Peninsula  Power Company (Michigan AG)
Wiscons in Public Service Commiss ion (Michigan AG)
Northern Indiana  Public Service Co Overeamings  inves tiga tion (Indiana  UCC)
Savannah Electric & Power Company - FCR (Georgia  PSC)
Georgia  Power Company Rate Case/M&S Review (Georgia  PSC)
Savannah Electric & Power Company Natura l Gas  Procurement and Risk
Management/Hedging Proposal, Docket No. 13 l 96-U (Georgia  PSC)
Georgia  Power Company & Savannah Electric & Power FPR
Company Fuel Procurement Audit (Georgia  PSC)
Trans ition Cos ts  of Nevada  Vertica lly Integra ted Utilities  (US Department of
Na vy)
Pos t-Trans ition Ratemaking Mechanisms  for the Electric Indus try
Res tructuring (US Department of Navy)

Phase I
99-02-05
01-05-19-RE03

G-01551A-00-0309

00-07-043

Comlecticut Light & Power (Connecticut OCC)
Yankee Gas  Service Applica tion for a  Rate Increase, Phase I-2002-IERM
(Connecticut OCC)
Southwest Gas  Corpora tion, Applica tion to amend its  ra te
Schedules  (Arizona  CC)
Pacific Gas  & Electric Company Attrition & Applica tion for a  ra te increase
(Ca lifornia  PUC)

97-12-020
Phase II
01- 10-10
13711-U
02-001
02-BLVT~377-AUD
02-S &TT-390-AUD
01 -SFLT-879-AUD

01-BS TT-878-AUD

Pacific Gas  & Electric Company Ra te Case (Ca lifornia  PUC)
United Illumina ting Company (Comiecticut OCC)
Georgia  Power FCR (Georgia  PSC)

Blue Valley Telephone Company Audit/Genera l Ra te Inves tiga tion (Kansas  CC)
S&T Telephone Coopera tive Audit/Genera l Ra te Inves tiga tion (Kansas  CC)
Sunflower Telephone Company Inc., Audit/Genera l Ra te Inves tiga tion
(Kansas  CC)
Blues tem Telephone Company, Inc. Audit/Genera l Ra te Inves tiga tion
(Kansas  CC)

p404, 407, 520, 413
426, 427, 430, 421/
CI-00-712

U-01-85

U-01-34

U-01-83

U-01-87

96-324, Phase II
03-WHS T-503-AUD
04-GNBT-130-AUD
Docket 6914

Sherburne County Rura l Telephone Company, db as  Connections , Etc.
(Minnes ota  DOC)
ACS of Alaska , db as  Alaska  Communica tions  Sys tems  (ACS), Ra te Case
(Alaska  Regula tory Commis s ion PAS)
ACS of Anchorage, db as  Alaska  Communica tions  Sys tems  (ACS), Rate Case
(Alaska  Regula tory Commis s ion PAS)
ACS of Fa irbanks , db as  Alaska  Communica tions  Sys tems  (ACS), Rate Case
(Alaska  Regula tory Commiss ion PAS)
ACS of the Northland, db as  Alaska  Cormnunica tions  Sys tems  (ACS), Ra te
Case (Alaska  Regula tory Commiss ion PAS)
Verizon Delaware, Inc. UNE Ra te Filing (Delaware PSC)
Wheat State Telephone Company (Kansas  CC)
Golden Belt Telephone Associa tion (Kansas  CC)
Shoreham Telephone Company, Inc. (Vermont BPU)



Schedule Description Pages
Revenue Requirement Summary Schedules

A Ca lcula tion of Re ve nue  De ficie ncy (S uffic ie ncy) 1
A-1 Gross Revenue Conversion Factor 1
B Adjusted Rate Base 1

B.1 S ummary of Adjus tments  to Ra te  Bas e 1

C Adjus te d Ne t Ope ra ting Income 1
C . l S umma of Ne t Ope ra ting Income  Adjus tme nts 3

D Capital Structure and Cost Rates 1

Rate Base Adjustments

B-1 Re move  Cons truc tion  Work in  P ro a s su 1

B-2 Adjus t CWIP  for P la nt in  S e rvice  by End of Te s t Ye a r 1

B-3 Plant in Service Addition Subj act to Reimbursement 1
B-4 Ca s h Working Ca pita l - Le a d/La g S tudy I

B-5 Accumula ted De fe rred Income  Taxes 1

Net Operating Income Adjustments

C -1 Re ve nue  Adjus tme nt for CARES  Dis count 1
C-2 Re move  De pre cia tion & P rope rty Ta xe s  for CWIP 1

C-3 De pre cia tion & P rope rty Ta xe s  for CWIP  Found to be  In-S e rvice  in  the  Te s t Ye a r 1
C-4 Fleet Fuel Expense 2
C-5 Postage Expense 1

C-6 Norma lize  Injurie s  and Damages  Expens e 1
C-7 Incentive Compensation Expense 1

C-8 S upplementa l Executive  Re tirement P lant (S ERP ) Expens e 1

C-9 S tock Bas ed Compens a tion Expens e 1

C-10 Property Tax Expense 1

C-11 Rate Case Expense 1
C-12 Edison Electric Institute Dues 2

C-13 Other Membership and Industry Association Dues 1

C-14 Interest S chronization 1

C-15 Depreciation Rates Correction 4
C-15 .1 Deprecia tion Ra te s  Correction - De ta ils  of Company's  P re -Correction Ca lcula tion 9
C-15.2 Depreciation Rates Correction - Details of Calculation Using Corrected Rates 9
C-16 Emergency Bill Assistance Expense 1

c -1 7 Ma rkup Above  Cos t in  Cha rge s  from Affilia te , S outhwe s t Ene rgy S e rvice s N/A
Total Pages 53

Attachment RCS-2
Sta ff Accounting Schedules

Accompanying  the  Tes timony o f Ra lph C. Smith
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UNS  Electric, Inc.
Computation of Gros s  Revenue Convers ion Factor

Docket No. E-04204A-06-0-83
Schedule A- 1
P age l of 1

Tes t Year Ended June 30, 2006

Line
No. Des cription

Company
Propos ed

(A)

Staff
Proposed

(B)

I Gross Revenue 100.00% 100.00000%

2 Les s : Uncollectible Revenue 0.36792% 0.36792%

3 Taxable Income as a Percent 99.63% 99.63208%

4 Less : Federal and State Income Taxes 38.46% 38.46%

5 Change in Net Operating Income 61,18% 61,1'/609%

6 Gross  Revenue Convers ion Factor 1.6346 1.634626

Notes  and Source
Co1.A: UNS Electric Inc. Filing, Schedule C-3
Col.B:

Components  of Revenue Requirement Increase

Net Income
Federal and State Income Taxes
Uncollectibles
Total Revenue Increase

Amount
$ 2,325,127
$ 1,461,601
s 13,984
s  3,800,712

Percent
61.18%
38.46%
0.37%

1()0_()0%
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UNS  Ele c tric ,  Inc .

Adjus te d Ne t Ope ra ting Inc ome

Doc ke t No. E -04204A-06-0783

S chedule  C

P a ge  1  of 1

Test Year Ended June 30, 2006

Lin e

N o . De s c rip tion

As Adjusted
by UNS

(A)

S ta ff

Adjus tme nts

(B)

As Adjusted
by Staff

(C)

1

2

3

4

$

$

$

$

S

$

$

$

52,937 $

S

S

3

Op e ra tin g  Re ve n u e s

Elec tric  Re ta il Revenues

S ales  for Res ale

Other Opera ting Revenues

Tota l Opera ting Revenues

156,651,860

246,016

1,589,014

158,486,890 52,937

156,704,797

246,016

1,589,014

158,539,827

Operating Expenses

5

6

7

8

9

10

P urchas ed P ower

Othe r O&M Expe ns e s

De pre c ia tion  & Amortiza tion

Taxes  Othe r Than Income  Taxes

Inc ome  Ta xe s

Tota l Opera ting Expens es

$

$

$

$

$

s

106,224,185

26,423,248

11,812,574

3,447,533

1,837,339

149,744,879

$

$

$

$

$

$

(527,396)
(494,656)
(292,679)
709,236

(605,495)

$

s

3

3

s

$

106,224,185

25,895,852

11,317,918

3,154,854

2,546,575

149,139,384

l l Ne t O pe ra ting  Inc ome S 8,742,011 s 658,432 $ 9,400,443

Notes  and S ource

Col. A: UNS  Ele c tric , Inc . filing, S c he dule  C-1

Col. B: S ta ff S c he dule  C .l
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UNS  Electric , Inc .
Capital S tructure & Cos t Rates

Docket NO. E-04204A-06-0783
Schedule D
Page 1 of 1

Test Year Ended June 30, 2006

Lin e
No. Capital S ource

Capita liza tion
Amount P ercent

Cost
Rate

W eighted Avg.
Cos t of Capita l

1
2
3
4

UNS ... Propos ed
S hort-Tenn Debt
Long-Term Debt
Common S tock Equity

Tota l Capita l

S
S
$
$

5,000
59,486
61,587

126,073

3.97%
47.18%
48.85%

100.00%

6.36%
8.22%

11.79%

0.25%
3.88%
5.76%
9.89%

5
6
7
8

ACC S ta ff - Propos ed
S hort-Term Debt
Long-Term Debt
Common S tock Equity

Tota l Capita l

S
$
S
$

5,000
59,545
61,587

126,132

3.96%
47.21%
48.83%

100.00%

6.36%
8.16%

l0.000%

0.25%
3.85%
4.88%
8.99%

9 Diffe rence -0.90%

10 Weighted Cos t of Debt 4.10%

11
12
13

3.09%
36.82%
38.08%

6.36%
8.16%

10.000%

0.20%
3.00%
3.81%

14
$
$

22.01%
100.00%

0 %  la ] 0.00%
7.0100%15

ACC S ta ff- Pro p o s ed  Co s t o f Cap ita l fo r Fa ir Va lu e  Ra te  Bas e
S hort-Term Debt S 5,172,024
Long-Term Debt $ 61,593,629
Common S tock Equity $ 63,705,884

Capita l financing OCRB $ 130,471 ,538
Appreciation above OCRB
not recognized on utility's  books
Total capital s upporting F VR B

36,811,017
167,282,555

Notes  and Source
Lines  1-4 taken from UNS  Electric  Inc. filing, S chedule D- 1
Lines  5-8: S taff witnes s  David P arcel]
Lines  11-15, Col.A:

Fair Value Rate Bas e S 167,282,554
Original Cos t Rate Bas e $ 130,471 ,537
Diffe rence $ 36,811,017

Difference is  appreciation of Fair Value over Original Cos t that is  not recognized
on the utility's  books .

S chedule A
S chedule A

la ] The appreciation of Fair Value over Original Cos t has  not been recognized on the utility's  books .
S uch off-book appreciation has  not been financed by debt or equity capital recorded on the utility's  books .
The appreciation over Original Cos t book value is  therefore recognized for cos t of capital
purpos es  at zero cos t.
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UNS Electric, Inc.
Adjustment to Fleet Fuel Expense (supplemental worksheet)
Allocation of Staff adjustment to FERC accounts

Docket No. E-04204A-06-0783
Schedule C-4
Page 2 off

Test YearEnded June30, 2006

Co Acct
Expense

Type
FERC

Account
DR CR Net Amount % of Total

O& M
Adjustment

Staff
Adjustment

33
33
33
33
33
33
33
33
33
33
33
33
33
33
33
33
33
33
33
33
33
33
33
33
33
33
33
33
33
33
33
33
33
33
33
33
33
33
33

55000
55000

55000
55000
55000
55000
55000
55000
55000
55000
55000
55000
55000
55000
55000
55000
55000
55000
55000
55000
55000
55000
55000
55000
55000
55000
55000
55000

55000
55000
55000
55000
55000
55000
55000
55000
55000
55000
55000

403
403
403
403
403
403
403
403
403
403
403
403
403
403
403
403
403
403
403
403
403
403
403
403
403
403
403
403
403
403
403
403
403
403
403
403
403
403
403

546
548

549
551
553
554
557
562
563
566
570
571
580
581
582
583
584
585
586
587
588
590
592
593
594
595
596
598

901
902
903
905
908
909
910
920
921
925
930

$7,634.11
$1,198.26

$188.36
$9,428.90

$17,592.83
$9,332.50

$22550.60
$3,237.60

$472.61
$2,075.77
$7,633.80

$395.23
$8,414.78

$54,108.09
$4,099.30

$33,150.21
$65,053.92

$165.43
$98,161.79

$1,717.22
$43,342.83

$9,421.61
$53,782.89
$93,650.75
$18,195.04

$8,141.32

$8,089.99
$171.22

$24,434.41

$13,012.92
$132,933.49

$1,969.74
$7,737.47
$7,376.08

$1131.63
$0.00

$111,418.51
$165.65

$34,835.19

$7,634. I 1
S I 7 198.26

$188.36
$9,428.90

$17,592.83
$9,332.50
$2,550.60
$3,237.60

$472.61
$2,075.77
$7,633.80

$395.23
$8,414.78

$54,108.09
$4,099.30

$33, 150.21
$65,053.92

$165.43
$98,161.79
$1,717.22

$43,342.83
$9,421.61

$53,782.89
$93,650.75
$18,195.04
$8,141.32
$8,089.99

$171.22
$24,434.41
$13,012.92

$132,933.49
$1,969.74
$7,737.47
$7,376.08

$181 .63
$0.00

$11 1,418.51
$165.65

$34,835.19

0.85%
0. 13%

0.02%
l .05%

. . 9 6 %
1.04%
0.28%
0.36%
0.05%
0.23%
0.85%
0.04%
0.94%
6.04%
0.46%
3.70%
7.26%
0.02%
l0.96%
0.19%
4.84%
1.05%
6.01%

10.46%
2.03%
0.91%
0.90%

0.02%
2.73%
1.45%
14.85%
0.22%
0.86%
0.82%
0.02%
0.00%

12.44%
0.02%
3.89%

$28
$4

$1
$34
$64
$34

$9
$12

$2
$8

$28
$1

$31
$198

$15
$121
$238

$1
$358

$6
$158

$34
$196

$342
$66
$30
$30

$1
$89
$48

$485

$7
$28
$27

$1
$0

$407

$1
$127

($600)
(S94)

(s15)
(S741)

($I,383)
($734)
(3200)
($255)

($37)
($ l 63)
($600)

($31)
($661)

($4,253)
($322)

($2,606)
($5,114)

($13)
($7,716)

($135)
($3,407)

($741)
($4,228)
($7,362)
($1,430)

($640)
($636)

($13)

($1,921)
($1,023)

($10,450)
($155)
($608)
($580)

($14)

so
($8,758)

($13)
($2,739)

5 .

$895,472.05 $0.00 $895,472.05 $3,270 (370,391)

Staff aqiustmenl amount from page 1: $3,270 s (70,391)



UNS  Ele c tric ,  Inc .

P os tage  Expens e

Doc ke t No. E -04204A-06-0783

S chedule  C-5

P age  1 of 1

Test Year Ended June 30, 2006

Lin e

N o . De s c rip tion Am ou n t Re fe rence

1

2

3

UNS  Elec tric  Annua lized P os tage  Expens e

Recommended S ta ff Annua lized P os tage  Expens e

Adjus tment to Annua lized P os tage  Expens e

s 341,321

$ 358,824

36 17,503

A

B
L 2 - L 1

Notes  and S ource

A: P e r Company workpaper us ed in ca lcula ting its  P os tage  Expens e  adjus tment

B:

4

5

6

UNS  Elec tric  Annua lized P os tage  Expens e

P os tage  inc reas e  e ffec tive  5/14/07 (.41/.39)

S ta ff a djus te d annualized P os tage  Expens e

SB 341,321

1.05

$ 358,824
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UNS Electric, Inc,
Supplemental Executive Retirement Plant (SERP) Expense

Docket No. E-0-4204A-06-0_83
Schedule C-8
Page 1 of 1

Test Year Ended June 30, 2006

Line
No. Description Amount Refe rence

1 Remove Supplemental Executive Retirement Plan Expense $ (83,506) A

Notes  and S ource

A: P er the  Company's  res pons e  to S TF 3.83

FERC 923



UNS  E le c tlfc ,  Inc .

S tock Bas ed Compens a tion Expens e

Doc ke t No. E -04204A-06-0783

S chedule  C-9

P a ge  1  of l

Tes t Year Ended J une  30, 2006

Lin e

N o . De s c rip tion Am ou n t Refe rence

1 Remove  S tock Bas ed Compens a tion Expens e $ (82,873) No te  A

Notes  and S ource

A: P er Company's  res pons e  to S TF 10.11

Stock Option Expense

Performance Share Expense

Total

$

$

$

62,904
19,969
82,873



UNS Electric, Inc.
Property Tax Expense

Docket No. E-04204A~06.0783
Schedule c-10
Page l of l

Test YearEnded June 30, 2006

Line
No. De s c ription Amount Reference

l
2
3

UNS Electric Proposed Decrease to Property Tax Expense
Staff Proposed Decrease to Property Tax Expense
Adjustment to Property Tax Expense

$
$
$

(130,30l)
(190,048)

(59,747)

A
B

LZ- L1

Notes and Source
A: UNS Electric Filing, Schedule C-2, page 5, line 8
B: Amounts taken firm Company workpapers used to calculate its property tax expense adjustment

Generation
S 18.471 ,624
$ .

$ (408,603)
$ _

Transmission
s 15,073,774
g _

s (681 ,82z)
$ _

Distribution
s 99,401,194
s
s
s
3
$

General/
Intangible

$ 16,474,253
s (3,834,788)
s (30,719)

5
S
$

(777,167)
(17,285,854)

7943.440

s (1,234,041)

(695,700)
<5,563,286)
(4,674,822)
<7,840,042) s (951,066)

$ s

$
S
$
s
$
s
$
s
$
$
$

Total
149,420,845

(3,834,788)
(1 ,s16,844)
(5,563,286)
(4,674,822)

(l0,802,316)
(17,285,854)

7,943,440
1 ,551 ,539
5,650,559

120,588,473

$ s $ $ 28,338,291

4
5
6
7
8
9
10
11
12
13
14
15
16
17
18

Utility Plant in Service Taxes
Total Net Plant in SeMce - Rate Base
Less: Non-TaxableLicensed Transportation in Rate Base
Less: Land Cost BL Rightsof Way in Rate Base
Less:EnvironmentalProperty in Rate Base
Less:Non-Taxable WAPA Portion of Havasu Sub
Less: CWIP in RateBase
Less: Net Book Value of Generation
Pius: Full CashValue of Generation
Plus: Land FCV per AZ Department of Revenue
Plus: Materials and Supplies in Rate Base
Plant inService FullCash Value
AssessmentRatio
Taxable Value
Average Tax Rate
Property Tax . Subtotal s

7,943,440
235%

1,866,708
9.6858%
180,806 s

13,157,91 I
23.5%

3,092,109
96858%
299,495 $

$ 1,551,539
s 5,650,559
s 87,829,442

23.5%
s 20,639,919

9.6858%
1,999,141

s 11,657,680
23.5%

2,739,555
9.6858%
265,348s $ 2,744,790

s s s $
50%

s
50% 50%

$ s $
23.5%

$
23.5% 23.5%

$ s $
9.6858% 9.6858%

19
20
21
22
23
24
25

Environmental Property in Rate Base
Statutory Full CashValue Adjustment
EnvironmentalFull Cash Value
AssessmentRatio
Taxable Value
Average Tax Rate
Property Tax - Subtotal $

9,6858%
_ s s

5,563,286
50%

2,781,643
23.5%

653,686
9.6858%
63,315 s $ 63,315

26
27
28
29
30

Total Property Taxes
Less: Recorded Property Taxes Excluding Call Center
Property Tax Expense Adjustment (subtotal)

Less: Estimated Property Tax Related to PHFFU
Property Tax Expense Adjustment

s
$
$

180,806
(101,364)

79,442

$
$
$

299,495
(395,121)

(95,626)

s
s
s

2,062,456
(2,266,077)

(203,621 )

s
s
s

265,348
(222,391)

42,957

s
s
$
s
s

2,808,105
(2,984,953)

(176,848)
(13,200) *

(190,048)

$
Total

440,000Original Cost
Estimated Property Tax Rate

Estimated Property Tax Expense

*Plant Held for Future Use
Transmission Distribution

s 320,000 $ 120,000
3.0% 3.0%

s 9,600 $ 3,600 $ 13,200

2008 Arizona Statutory Assessment Ratio 23.5%

FERC Account 408
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Edison Electric Institute
Schedule of Expenses by NARUC Category

For Core Dues Activities
For the Year Ended December 31, 2005

Docket No. E-04204A-06-0783

Schedule C-12

Page 2 of 2

NARUC Operating Expense Catezorv

% of
Dues

Recommended

Disallowance

Legislative Advocacy 20.38% 20.38%

Legislative Policy Research 6.02%

Regulatory Advocacy 16.49% 16.49%

Regulatory Policy Research 13.99%

Advertising 1.67% 1.67%

Marketing 3.68% 3.68%

Utility Operations and Engineering 11_31%

Finance, Legal, Planning and Customer Service 18.75%

PublicRelations 7.71% 7.71%

TotalExpenses 100.00% 49.93%

Comments:
* The above percentages represent expenses associatedwith

EEl's core dues activities,based on the operating expense

categoriesestablished by NARUC. Core expenses arethose

expensespaid for by shareholder-ovimed electric utilities' dues.

* The legislative advocacy percent willdifferslightly for IRS

reporting requirements. For 2005, the lobbying % for IRS

reporting is 19.4%.

* Administrative expenses are includedin the percentages listed

above. Approximately 11% of EEl's core dues expenses are

administrative.
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ADJUSTMENT NAME: Depreciation Annualization - Detail by FERC

ADJUSTMENT TO: Income Statement

DATE SUBMITTED: November 28, 2006

PREPARED BY: Janet Zaidenberg~Schrum

CHECKED BY: Dallas Dukes

FERC

ACCT FERC ACCOUNT DESCRIPTION DEBIT CREDIT

FERC 403 &404

303 Miscellaneous Intangible Plant $320,122

341 Structures & improvements $73

342 Fuel Holders, Producers, & Accessories $131

343 Prime Movers $1,740

344 Generators $132

345 Accessory Electric Equipment $317

346 Misc. Power Plant Equipment $79

352 Structures & Improvements $62

353 Station Equipment $4,437

354 Towers & Fixtures $182

355 Poles & Fixtures $6,279

356 Overhead Conductors & Devices $2,661

359 Roads & Trails $32

361 Structures & Improvements $1 ,087

362 Station Equipment $11,845

364 Poles, Towers, 81 Fixtures $27,868

365 Overhead Conductors & Devices $18,396

366 Underground Conduit $4,718

367 Underground Conductors & Devices $10,668

368 Line Transformers $19,806

369 Services $3,877

370 Meters $2,341

373 Street Lights and Signal Systems $1,321

390 Structures & Improvements $3,674

391 Office Furniture & Equipment $2,504

392 Transportation Equipment $351

393 Stores Equipment $28

394 Tools, Shop, & Garage Equipment $616

395 Laboratory Equipment $322

396 Power Operated Equipment $357

397 Communication Equipment $726

398 Miscellaneous Equipment $57

FERC 406

303 Miscellaneous Intangible Plant $10,140

341 Structures & Improvements $72

342 Fuel Holders, Producers, 8. Accessories $255

343 Prime Movers $2,947

344 Generators $27o

345 Accessory Electric Equipment $561

346 Misc. Power Plant Equipment $160

UNS ELECTRIC, INC.

INCOME STATEMENT PRO FORMA ADJUSTMENT

TEST YEAR ENDED JUNE 30, 2006

Docket No. E-04204A-06-0783
Schedule C-15.1

Page 1 of 9

Page 1 of 9 6/25/2007 12:50 PM



ADJUSTMENT NAME: Depreciation Annualization - Detail by FERC

ADJUSTMENT TO: Income Statement

DATE SUBMITTED: November 28, 2006

P REP ARED BY: Janet Zaidenberg-Schrum

CHECKED BY: Dallas Dukes

FERC

ACCT FERC ACCOUNT DESCRIPTION DEBIT CREDIT

352 Structures & Improvements $44

353 Station Equipment $6,038

354 Towers 8 Fixtures $357

355 Poles & Fixtures $6,439

356 Overhead Conductors & Devices $3,525

359 Roads 8.Trails $46

361 Structures 81 Improvements $1,748

362 Station Equipment $16,268

364 Poles, Towers, & Fixtures $33,522

365 Overhead Conductors & Devices $20,619

366 Underground Conduit $6,754

367 Underground Conductors & Devices $10,428

368 Line Transformers $18,524

369 Services $5,937

370 Meters $3,479

373 Street Lights and Signal Systems $1 ,908

390 Structures & Improvements $641

391 Office Furniture & Equipment $4,538

393 Stores Equipment $87

394 Tools, Shop, & Garage Equipment $908

395 Laboratory Equipment $305

396 Power Operated Equipment $201

397 Communication Equipment $841

398 Miscellaneous Equipment $42

$593,473 $10,491

UNS ELECTRIC, INC.

INCOME STATEMENT PRO FORMA ADJUSTMENT

TEST YEAR ENDED JUNE 30, 2006

Docket No, E-04204A-06-0783
Schedule C-15.1

Page 2 of 9

ENTRY TOTAL

NET ENTRY $582,981

(rounding variance of $5 with unallocated amounts is ignored - immaterial)

Reason for Adjustment

To adjust test year recorded depreciation to reflect annualized depreciation based on ending plant balances

and the depreciation rates resulting from Dr. White's study. This adjustment excludes the effects of depreciation

on the level of CWlP requested for inclusion in rate base.

To adjust test year recorded amortization expense to reflect acquisition discount in Decision No. 66028

and the depreciation rates resulting from Dr. White's study.

Page 2 of 9 6/25/2007 12150 PM



ADJUSTMENT NAME: Depreciation Annualization - Summary by FERC

ADJUSTMENT TO: Income Statement

DATE SUBMITTED: November 26, 2006

P REP ARED BY: E. Fowler

CHECKED BY: C. Dabelstein

REVIEWED BY:

FERC

ACCT FERC ACCOUNT DESCRIPTION DEBIT CREDIT

403 Depreciation Expense $122,500

404 Amortization of Utility Plant $323,410

406 Amortization of Utility Plant Acquisition Adjustments $137,076

$582,986 $0

UNS ELECTRIC, INC.

INCOME STATEMENT PRO FORMA ADJUSTMENT

TEST YEAR ENDED JUNE 30, 2006

Docket No. E-04204A-06-0783
Schedule C-15.1

Page 3 of 9

ENTRY TOTAL

Reason for Adjustment

To adjust test year recorded depreciation and amortization expense to reflect the final adjusted balances

6/25/2007 12:50 PM
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ADJ USTMENT NAME: Depreciation Annualization - Detail by FERC

ADJUSTMENT TO: Income Statement

DATE SUBMITTED: November 28, 2006

PREPARED BY: Janet Zaidenberg-Schrum

CHECKED BY: Dallas Dukes

FERC

ACCT FERC ACCOUNT DESCRIPTION DEBIT CREDIT

FERC 403& 404

303 Miscellaneous Intangible Plant $320, 122

341 Structures 81 Improvements $34

342 Fuel Holders, Producers, & Accessories $62

343 Prime Movers $818

344 Generators $62

345 Accessory Electric Equipment $149

346 Misc. Power Plant Equipment $37

352 Structures & Improvements $29

353 Station Equipment $2,087

354 Towers 8 Fixtures see

355 Poles & Fixtures $2,954

356 Overhead Conductors & Devices $1 ,252

359 Roads & Trails $15

361 Structures & Improve merits $511

362 Station Equipment $5,572

364 Poles, Towers, & Fixtures $13,016

365 Overhead Conductors & Devices $a,(-354

366 Underground Conduit $2,220

367 Underground Conductors 8\ Devices $5,018

368 Line Transformers $9,317

369 Services $1 ,824

370 Meters $1,101

373 Street Lights and Signal Systems $821

390 Structures & Improvements $3,469

391 Office Furniture 8- Equipment $1,178

392 Transportation Equipment $185

393 Stores Equipment $13

394 Tools, Shop, & Garage Equipment $290

395 Laboratory Equipment $152

396 Power Operated Equipment $168

397 Communication Equipment $342

398 Miscellaneous Equipment $27

FERC 40G

303 Miscellaneous Intangible Plant $10,270

341 Structures & Improvements $73

342 Fuel Holders, Producers, & Accessories $258

343 Prime Movers $2,985

344 Generators $274

345 Accessory Electric Equipment $568

346 Misc. Power Plant Equipment $162

352 Structures & Improvements $45

353 Station Equipment $6,116

354 Towers & Fixtures $361

UNS ELECTRIC, INC.

INCOME STATEMENT PRO FORMA ADJUSTMENT

TEST YEAR ENDED JUNE 30, 2006

Docket No. E-04204A-06-0783
Schedule C-15.2

Page 1 of 9

Page 1 of 9 6/25/2007 12:52 PM



ADJUSTMENT NAME: Depreciation Annualization - Detail by FERC

ADJUSTMENT TO: Income Statement

DATE SUBMITTED: November 28, 2006

PREPARED BY: Janet Zaidenberg-Schrum

CHECKED BY: Dallas Dukes

FERC

ACCT FERC ACCOUNT DESCRIPTION DEBIT CREDIT

355 Poles & Fixtures $6,522

356 Overhead Conductors & Devices $3,570

359 Roads & Trails $47

361 Structures & Improvements $1,771

362 Station Equipment $16,478

364 Poles, Towers, & Fixtures $33,955

365 Overhead Conductors & Devices $20,884

366 Underground Conduit $6,841

367 Underground Conductors & Devices $10,563

368 Line Transformers $18,763

369 Services $6,014

370 Meters $3,524

373 Street Lights and Signal Systems $1 ,933

390 Structures 8- Improvements $649

391 Office Furniture & Equipment $4,597

393 Stores Equipment $38

394 Tools, Shop, & Garage Equipment $919

395 Laboratory Equipment $309

396 Power Operated Equipment $203

397 Communication Equipment $649

398 Miscellaneous Equipment $43

$530,312 $10,436

UNS ELECTRIC, INC.

INCOME STATEMENT PRO FORMA ADJUSTMENT

TEST YEAR ENDED JUNE 30, 2006

Docket No. E-04204A-06-0783
Schedule C-15.2

Page 2 of 9

ENTRY TOTAL

$519,876

(rounding variance of $5 with unallocated amounts is ignored - immaterial)

NET ENTRY

Reason for Adjustment

To adjust test year recorded depreciation to reflect annualized depreciation based on ending plant balances

and the depreciation rates resulting from Dr. While's study. This adjustmentexcludes the effects of depreciation

on the level of CWIP requested for inclusion in rate base.

To adjust test year recorded amortization expense to reiiect acquisition discount in Decision No. 66028

and the depreciation rates resulting from Dr. White's study.

Page 2 of 9 6/25/2007 12152 PM



ADJUSTMENT NAME: Depreciation Annualization - Summary by FERC

ADJUSTMENT TO: Income Statement

DATE SUBMITTED: November 26, 2006

P REP ARED BY: E. Fowler

CHECKED BY: C. Dabelstein

REVIEWED BY:

FERC

ACCT FERC ACCOUNT DESCRIPTION DEBIT CREDIT

403 Depreciation Expense $57,628

404 Amortization of Utility Plant $323,410

406 Amortization of Utility Plant Acquisition Adjustments $138,843

$519,881 $0

UNS ELECTRIC, INC.

INCOME STATEMENT PRO FORMA ADJUSTMENT

TEST YEAR ENDED JUNE 30, 2006

Docket No, E-04204A-06-0783
Schedule C-15.2

Page 3 of 9

ENTRY TOTAL

Reason for Adjustment

To adjust test year recorded depreciation and amortization expense to reflect the final adjusted balances

6/25/2007 12;52 PM
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Attachment RCS-3

R14-2-102. Tre a tm e n t o f d e p re c ia tio n
A. The following definitions  s hall apply in this  S ection unles s  the  context otherwis e  requires :

l. "Accumula ted deprec ia tion" means  the  s ummation of the  annua l provis ion for deprec ia tion from the  time  tha t
the as s et is  firs t devoted to public s ervice.

2 . "Cos t of re mova l" me a ns  the  c os t of de molis h ing , d is ma ntling , re moving , te a ring  down, or a ba ndoning  of
phys ical as s ets , including the cos t of trans portation and handling incidental thereto.

3. "Deprecia tion" means  an accounting proces s  which will permit the  recovery of the  original cos t of an as s e t les s
its  net s a lvage over the  s ervice  life .

4 .  "De pre c ia tion  ra te " me a ns  the  pe rc e nta ge  ra te  a pplie d  to the  orig ina l c os t of a n  a s s e t to yie ld  the  a nnua l
provis ion for deprec ia tion.

5. "Net s alvage" means  the s alvage value of property retired les s  the cos t of removal.
6. "Original cos t" means  the cos t of property a t the  time it was  firs t devoted to public  s ervice .
7. "P roperty re tired" means  as s ets  which have been removed, s old, abandoned, des troyed, or which for any caus e

have been withdrawn from s ervice  and books  of account.
8. "S alvage value" means  the amount received for as s ets  retired, les s  any expens es  incurred in s elling or preparing

the as s ets  for s a le , or if re ta ined, the  amount a t which the  materia l recoverable  is  chargeable  to materia ls  and
s upplies , or other appropriate accounts .

9. "S ervice  life" means  the  period be tween the  da te  an as s e t is  firs t devoted to public  s e rvice  and the  da te  of its
re tirement from s ervice .

B. All public  s e rvic e  c orpora tions  s ha ll ma inta in  a de qua te  a c c ounts  a nd re c ords  re la te d to de pre c ia tion pra c tic e s ,
s ubjec t to the  following:
l. Annual depreciation accruals  s hall be  recorded.
2. A s eparate res erve for each account or functional account s hall be maintained.
3. The cos t of depreciable plant adjus ted for net s alvage s hall be dis tributed in a  rational and s ys temic manner over

the es timated s ervice life  of s uch plant.
4 . P ublic  s e rvic e  c orpora tions  ha ving le s s  tha n $250,000 in  a nnua l re ve nue  s ha ll not be  re quire d to ma inta in

de pre c ia tion  re c ords  by s e pa ra te  a c c ounts  bu t s ha ll ma ke  a nnua l c ompos ite  a c c rua ls  to a c c umula te d
deprecia tion for tota l depreciable  plant.

C. Reques ts  for depreciation rate changes  and methods  for es timating depreciation rates  s hall be as  follows :
I. If a  public  s ervice  corporation s eeks  a  change in its  deprecia tion ra tes , it s hall s ubmit a  reques t for s uch as  part

of a  ra te  application in accordance with the requirements  of R14-2-l03 .
2. A public  s e rvice  corpora tion may propos e  any reas onable  method for es timating s e rvice  lives , s a lvage  va lues ,

and cos t of removal. The method s hall be fully des cribed in a reques t to change depreciation rates .
3. Data  and analys es  s upporting the change s hall be  s ubmitted, including engineering data  and as s es s ment of the

impact and appropriatenes s  of the change for ratemaking purpos es .
4. Changed depreciation rates  s hall not become effective until the Commis s ion authorizes  s uch changes .

D. Upon the  motion of any pa rty or upon its  own motion, the  Commis s ion may de te rmine  tha t good caus e  exis ts  for
granting a  waiver from one or more of the  requirements  of this  S ection.

Historical Note
Former S ection R14-2-102 repealed, former S ection R14-2-127 renumbered as  S ection R14-2-102 without change

effective March 2, 1982 (S upp. 82-2). Forward to the rule  corrected as  tiled April 13, 1973 (S upp. 89-1).
S ection R14-2-102 repealed, new S ection adopted effective

April 9, 1992 (S upp. 92-2).
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1. General Description

This  docume nt de scribe s  the  pla n for a dminis te ring the  P owe r S upply Adjus tme nt me cha nism
("P S A") a pprove d for Arizona  P ublic S e rvice  Compa ny ("AP S ") by the  Commiss ion on xxxxx,
XX, 200x in  De c is ion  No,  XXXXXXXX. This  P S A re p la ce s  the  P owe r S upply Adjus tm e nt
mechanism approved in Decis ion No. 67744 ("the  old PSA"). The  PSA provides  for the  recovery
of fue l and purchased power costs  from January l, 2007 onward.

The old PSA used historica l, experienced costs to se t a  PSA ra te , and then reconciled subsequent
colle ctions  the re unde r to a ctua l cos ts , s ubje ct to a  numbe r of guide line s  a nd limita tions . By
contra s t,  the  P S A de s cribe d in this  P la n of Adm inis tra tion ("P OA") us e s  a  forwa rd-looking
e s tima te  of fue l a nd purcha se d powe r cos ts  to se t a  ra te  tha t is  the n re concile d to a ctua l cos ts
e xpe rie nce d. This  P S A a ls o provide s  for a  tra ns ition me thod for the  re fund or colle ction of
ba la nce s  a ccrue d unde r the  old P S A, prior to  its  re pla ce m e nt by this  P S A. This  P S A a ls o
provide s  a  m e cha nis m  for m id-ye a r ra te  a d jus tm e nt in  the  e ve nt tha t conditions  cha nge
sufficiently to cause  extraordinarily high ba lances to accrue  under applica tion of this  PSA.

This  P OA describe s  the  applica tion of the  P S A. It a ssumes  tha t the  old P S A continues  to apply
until the  Commis s ion de cis ion re ga rding the  a doption of this  P S A during the  firs t qua rte r of
2007.

2. PSA Components

The  P S A Ra te  will cons is t of thre e  compone nts  de s igne d to provide  for the  re cove ry of a ctua l,
prudently incurred fue l and purchased power costs . Those  components a re :

1. The  Forwa rd Compone nt, which re cove rs  or re funds  diffe re nce s  be twe e n e xpe cte d P S A
Ye a r (e a ch Fe brua ry 1 through J a nua ry 31 pe riod sha ll cons titute  a  P S A Ye a r) fue l a nd
purchased power costs and those embedded in base rates.

,\,"< L M 4 r 4 1 [ r < < . 4 < 4 4 ¢ . 4 < . n w a

February 2007 P a ge  1



Arizona Corporation Commission
Docket N0. E-01345A-05-0816

The  PSA Year begins on February l and ends on the  ensuing January 31. 1 The  firs t PSA Year in
which the  ne w P S A ra te  sha ll a pply will be gin on Fe brua ry l, 2007 or such othe r da te  on which
the  Commission approves  the  adoption of this  P S A. In any event, the  firs t P S A Year will end on
January 31, 2008. Succeeding PSA Years will begin on each February l the reafte r.

The  Forward Component is  intended to re fund or recover the  diffe rence  be tween: (1) the  fue l and
purchased power costs  embedded in base  ra tes  and (2) the  forecasted fue l and purchased power
costs  ove r a  P S A Year tha t begins  on Februa ry 1 and ends  on the  ensuing J anua ry 31. AP S  will
submit, on or be fore  S e pte mbe r 30 of e a ch ye a r, a  fore ca s t for the  upcoming ca le nda r ye a r
(J anua ry l-December 31) of its  fue l and purchased power cos ts . It will a lso submit a  foreca s t of
kph sa le s  for the  same  ca lendar yea r, and divide  the  forecasted costs  by the  forecasted sa le s  to

subtracting the  Base  Cost of Fue l and P urchased P ower from this  unit ra te  sha ll be  the  Forward
Component.

On or be fore  S eptember 30 of each yea r, AP S  will submit a  P S A Ra te  filing, which sha ll include
a  p ro p o s e d  c a lc u la tio n  o f th e  th re e  c o m p o n e n ts  o f th e  P S A R a te .  Th is  filin g  s h a ll b e
a ccom pa nie d by s uch s upporting inform a tion a s  S ta ff de te nnine s  to  be  re quire d. AP S  will
supplement this  filing with His torica l Component and Trans ition Component filings  on or be fore
December 31 inorder to replace  estimated ba lances with actua l ba lances, as expla ined be low.

APS  sha ll ma inta in and report monthly the  ba lances  in a  Forward Component Tracking Account,
which will re cord AP S ' ove r/unde r-re cove ry of its  a ctua l cos ts  of fue l a nd purcha se d powe r a s
compared to the  actual Base  Cost of Fuel and Purchased Power revenue and Forward Component
re ve nue . This  a ccount will ope ra te  on a  P S A Ye a r ba s is  (i.e ., Fe brua ry to J a nua ry), a nd its

1 The Commission decision approving this PSA may come after February 1, 2007, in which case the first PSA Year
will be less than 12 months.

2. The  His torica l Compone nt, which tra cks  the  diffe re nce s  be twe e n the  P S A Ye a r's  a ctua l
fue l a nd purcha se d powe r cos ts  a nd those  re cove re d through the  combina tion of ba se
ra te s  and the  Forward Component, and which provides  for the ir recove ry during the  next
P S A Ye a r.

3. The  Tra ns ition Compone nt, which provide s  for:
a . The  re fund or re cove ry of ba la nce s  a ris ing unde r the  provis ions  of the  old P S A,

prior to its  replacement by this  P S A.
b .  The  opportun ity to  s e e k a  m id-ye a r cha nge  in  the  P S A ra te  in  ca s e s  whe re

va ria nce s  be twe e n  re cove ry o f fue l a nd  purcha s e d  powe r cos ts  unde r the
combina tion of ba se  ra te s  a nd the  Forwa rd Compone nt be come  so la rge  a s  to
wa rra nt re cove ry, should the  Commiss ion firs t de e m such a n a djus tme nt to be
appropria te .
The  tra c king  o f ba la nc e s  re s u lting  from  the  a pp lic a tion  o f the  Tra ns ition
Compone nts , in orde r to provide  a  ba s is  for the  re fund or re cove ry of a ny such
balances.

a. Forward Component Description

1,,,.,,,w
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Ea ch a nnua l S e pte mbe r 30 AP S  filing will include  a n a ccumula tion of Forwa rd Compone nt
Tra cking Account ba la nce s  a nd His torica l Compone nt Tra cking Account ba la nce s  for the
pre ce ding Fe brua ry through Augus t a nd a n e s tima te  of the  ba la nce s  for S e pte mbe r through
J a nua ry (the  re ma ining five  months  of the  curre nt P S A Ye a r). The  AP S  filing s ha ll us e  the s e
ba la nce s  to ca lcula te  a  pre limina ry His torica l Compone nt for the  coming P S A Ye a r. On or
be fore  De ce mbe r 31, AP S  will s ubmit a  s upple me nta l filing tha t re ca lcula te s  the  pre limina ry
His torica l Compone nt. This  re ca lcula tion s ha ll re pla ce  e s tima te d monthly ba la nce s  with thos e
actual monthly balances  that have become available  s ince  the  September 30 filing.

AP S  s ha ll ma inta in  a nd re port monthly the  ba la nce s  in  a  His torica l Compone nt Tra cking
Account, which  will re fle c t month ly co lle c tions  unde r the  His torica l Compone nt a nd  the
amounts  approved for use  in ca lcula ting the  His torica l Component.

The  His torica l Component in any current PSA Year is  intended to re fund or recover the  ba lances
a ccumula te d in the  Forwa rd Compone nt Tra cking Account (de s cribe d a bove ) a nd His torica l
Compone nt Tra cking Account (de s cribe d be low) during the  imme dia te ly pre ce ding P S A Ye a r.
The  s um of the  Forwa rd Compone nt Tra cking Account ba la nce  a nd the  His torica l Compone nt
Tra cking Account ba la nce  is  divide d by the  fore ca s te d kph s a le s  us e d to s e t the  Forwa rd
Component for the  coming PSA Year. Tha t result comprises  the  proposed His torica l Component
for the  coming PSA year.

The  S e pte mbe r 30 filing's  us e  of e s tima te d ba la nce s  for S e pte mbe r through J a nua ry (with
s upporting workpa pe rs ) is  re quire d to a llow the  P S A re vie w proce s s  to be gin in a  wa y tha t will
s upport its  comple tion a nd a  Commis s ion de cis ion prior to Fe brua ry 1. The  De ce mbe r 31
upda ting will a llow for the  us e  of the  mos t current ba lance  information ava ilable  prior to the  time
whe n a  Commis s ion de cis ion is  e xpe cte d. In a ddition to the  De ce mbe r 31 upda te  filing, AP S
monthly filings  (for the  months  of S e pte mbe r through De ce mbe r) of Forwa rd Compone nt
Tra cking Account ba la nce  informa tion a nd His torica l Compone nt Tra cking Account ba la nce
informa tion will include  a  re ca lcula tion (re pla cing e s tima te d ba la nce s  with a ctua l ba la nce s  a s
they become  known) of the  projected His torica l Component unit ra te  required for the  next P S A
Ye a r.

The  His torica l Compone nt Tra cking Account will me a s ure  the  cha nge s  e a ch month in the
His torica l Component ba lance  us ed to e s tablis h the  current His torica l Component a s  a  re s ult of
colle ctions  unde r the  His torica l Compone nt in e ffe ct. It will s ubtra ct e a ch month's  His torica l
Compone nt colle ctions  from the  His torica l Compone nt ba la nce . The  His torica l Compone nt

2 For example, the September 30, 2007 filing would include actual balances for February through August of 2007
and estimated balances for September 2007 through January 2008.

This  upda ting to replace es tima ted with actua l information will a llow for the Commiss ion to use the la tes t
available balance information in determining what Historical Component is  appropriate to establish for the coming
PSA Year.

L w e .

b. Historical Component Description

to  a dminis te r this  P S A's  His torica l Compone nt,

1
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Account will a lso include  Applica ble  Inte re s t on a ny ba la nce s . AP S  sha ll file  the  a mounts  a nd
supporting ca lcula tions and workpapers for this  account each month.

c. Transition Component Description

As of February 1, 2007, the re  will remain ba lances under the  opera tion of the  old PSA. This  PSA
does  not make  any change  in the  recove rability of such ba lances , but does  apply the  Trans ition
Component as a  method for recovering such balances as are  a lready permitted for recovery under
the  o ld  P S A a nd  whos e  re c ove ry the  Com m is s ion  m a y o the rwis e  a llow.  The  Tra ns ition
C o m p o n e n t will p ro v id e  fo r th e  c a p tu rin g  a n d  c o lle c tio n  o f th o s e  b a la n c e s .  Th is  p la n
contempla te s  tha t pre -2007 ba lances  a lready approved for recove ry (but not a lready recovered)
unde r the  old P S A will be  rolle d into the  Tra ns ition Compone nt upon this  P S A's  e ffe ctive  da te .
The  Commiss ion ma y, howe ve r, choose  to continue  re cove ry of a ny a pprove d 2005 a nd 2006
ba la nce s  through a  continua tion of the  old P S A, to the  e xte nt tha t the  ne w P S A ma y not be
approved a t or near February l, 2007, or to the  extent tha t ra te  e lements designed to recover such
ba lances have  been se t for recovery pe riods tha t do not ma tch a  PSA Year. APS  will continue  to
make  the  filings  required under the  old P S A for so long as  is  necessa ry to recover and reconcile
any ba lances  a ris ing the reunde r, to the  extent tha t such ba lances  have  not been transfe rred for
re cove ry through the  Tra ns ition Com pone nt of this  P S A. In e ithe r e ve nt,  a ll colle c tions  of
approved pre -2007 ba lances will be  subject to reconcilia tion.

The pre-2007 charges a lready approved for recovery under the  old PSA consist of the  fo11owing:4
1. Februa ry 1, 2006 adjus tor ra te  of $0.004 pe r kph, which is  expected to recove r about

$110 million of 2005 costs  through January 31, 2007, a fte r which it is  expected to be
replaced by an adjustor ra te  tha t will recover expected 2006 ba lances

2 .  Ma y l,  2006,  s urcha rge  of $0 .000554 pe r kph to  re cove r $15 m illion  of 2005 cos ts
outs ide  of 4 mil bandwidth tha t a re  not re la ted to nuclea r plant outages , and expected to
be  collected across a  dura tion of 12 months

3. Ma y 1, 2006, inte rim a djus tor ra te  of $0.007 pe r kph to re cove r ce rta in 2006 cos ts  a s
described in Decis ion No. 68685.

Any 2007 ba lances  accruing under the  old PSA before  its  replacement will be  tracked during the
firs t P S A Ye a r, a nd the ir re cove ry s ha ll be  a ddre s s e d in  the  ca lcula tion of the  Tra ns ition
Compone nt a pplica ble  during the  s e cond P S A Ye a r, which sha ll be gin on Fe brua ry 1, 2008,
except a s  follows. A Commission December 2006 decis ion extended the  inte rim adjus tor ra te  of
80.007 pe r kph until ne w ra te s  be come  e ffe ctive  following the  orde r in the  pe nding ra te  ca se
docke t. Tha t re ce nt Commiss ion de cis ion provide s  for the  re cove ry of e xpe cte d 2007 cos ts  in
excess of current base  ra tes . It appears  tha t this  extension of the  $0.007 per kph inte rim adjustor
ra te  ma y produce  a  ne ga tive  ba la nce  (i.e ., a n ove r colle ction of 2007 cos ts ) by mid-ye a r 2007.
The re fore , if the  Commiss ion de cide s  to use  the  ne w P S A's  Tra ns ition Compone nt in the  firs t
P S A ye a r (e nding J a nua ry 31, 2008) to provide  for the  re cove ry of 2005 a nd 2006 ba la nce s ,
nothing in this  pla n s ha ll pre clude  a  de te rmina tion by the  Commis s ion to include  a ny 2007

4 Depending upon the Commission's resolution of APS' pending rate case, Docket No. E-01345A-05-0816, APS
may also be allowed to recover certain prudently incurred fuel and purchased power costs incurred as a result of
certain Palo Verde outages.
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ba lances  accruing unde r this  extended $0.007 pe r kph inte rim adjus tor ra te  in the  ca lcula tion of
the  Transition Component to be  e ffective  in the  PSA Year ending January 31, 2008.

In order to facilita te  the  orderly transition to a  new PSA, APS  should file  by December 3 l , 20065

the  same estimate  of 2007 sa les  used to ca lcula te  the  Forward Component. This  ca lcula tion sha ll
comprise  the  Tra ns ition Compone nt for the  firs t P S A Ye a r's  P S A ra te , should the  Commiss ion
de te nnine  to a llow the ir re cove ry through the  ne w P S A. AP S  should a lso file  by De ce mbe r 31,

the  pre ce ding lis t by continuing the  old P S A for the  purpos e  of the ir colle ction. S hould the
Commiss ion a dopt the  a pproa ch of continuing the  old P S A for the  limite d purpose  of colle cting
a ny 2005 or 2006 ba la nce s , the  Tra ns ition Compone nt sha ll be  use d to re concile  a ll a ffe cte d
b a la n c e s ,  b e g in n in g  with  th e  F irs t P S A Ye a r fo llo win g  th e  te rm in a tio n  o f th e  d u ra tio n
e s ta blishe d for the  colle ction of a ny re ma ining 2005 a nd 2006 ba la nce  through continua tion of
the  old P S A.

The  Tra ns ition Compone nt will a ls o be  us e d if ne ce s s a ry to a ddre s s  the  ne e d for a ny othe r
re concilia tions  tha t ma y be  re quire d or a ppropria te  unde r the  old P S A. Following re vie w, the
Com m is s ion will de te rm ine  the  a m ount to be  colle cte d a nd the  pe riod ove r which it will be
colle cte d. The  a mount pe rmitte d to be  colle cte d sha ll be  include d in the  Tra ns ition Compone nt
Ba la nce . The  Tra ns ition Com pone nt will provide  the  P S A e le m e nt for the  colle c tion of the
approved Transition Component Balance  over the  time  period established by the  Commission.

The  preceding uses of the  Transition Component dea l with the  transition from the  old PSA to this
P S A. The  Tra ns ition Compone nt will a lso be  use d a s  the  me thod for incorpora ting a ny future ,
a pprove d mid-ye a r cha nge s  to the  P S A ra te . AP S , S ta ff, or the  Commiss ion on its  own motion
re ta in the  a bility to re que s t a t a ny time  a  cha nge  in the  P S A ra te  through a n a djus tme nt to the
Transition Component to address a  significant imbalance  be tween collections and costs  under the
Forward Component e lement of this  PSA. Afte r the  review of such request, the  Commission may
provide  for the  re fund  or co lle c tion  of s uch  ba la nce  (th rough a  cha nge  to  the  Tra ns ition
Component Ba lance) over such pe riod as  the  Commission de te rmines appropria te  through a  unit

A Tra ns ition  Com pone nt Tra cking  Account will m e a s ure  the  cha nge s  e a ch  m onth  in  the
Tra ns ition Compone nt ba la nce . AP S , S ta ff, or the  Commiss ion on its  own motion ma y re que s t
tha t the  ba lance  in any Trans ition Component Tracking Account a t the  end of the  pe riod se t for
re cove ry be  include d in the  e s ta blis hme nt of the  Tra ns ition Compone nt for the  coming P S A
Ye a r.

The  Tra ns ition Compone nt Account will a lso include  Applica ble  Inte re s t a s  de te rmine d by the
Commiss ion. AP S  sha ll file  the  a mounts  a nd supporting ca lcula tions  a nd workpa pe rs  for this
account each month.

5 S ta ff acknowledges tha t the  2006 information would have  to be  addressed in the  context of the
pending ra te  case , Docke t No. E-01345A-05-0816.
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As it mus t do for the  His torica l Compone nt filing, AP S  sha ll file  on or be fore  S e pte mbe r 30 of
e a ch  ye a r a n  a ccum ula tion  of Tra ns ition  Com pone nt Tra cking  Account ba la nce s  for the
pre ce ding Fe brua ry through Augus t a nd a n e s tima te  of the  ba la nce s  for S e pte mbe r through
J a nua ry (the  re ma ining five  months  of the  prior P S A Ye a r). Those  ba la nce s  will form the  ba s is
for s e tting the  pre lim ina ry Tra ns ition Com pone nt for the  com ing P S A Ye a r.  On or be fore
De ce m be r 31, AP S  will s ubm it a  s upple m e nta l filing to  upda te  the  Tra ns ition Com pone nt
ca lcula tion in the  same manner as required for the  Historica l Component.

3. Calculation of the PSA Rate

The  P S A ra te  is  the  s um  of the  thre e  com pone nts ,  i.  e . ,  F orwa rd  Com pone nt,  His torica l
Component, and Transition Component. The  P S A ra te  sha ll be  applied to customer bills . Unless
the  Commiss ion ha s  othe rwise  a cte d on a  ne w P S A ra te  by Fe brua ry l, the  propose d P S A ra te
(a s  a me nde d by the  upda te d De ce mbe r 31 filing) sha ll go into e ffe ct. The  P S A ra te  sha ll be
applicable  to AP S ' re ta il e lectric ra te  schedule s  (with the  exception of S ola r-l, S ola r-2, S P -1, E-
3, E-4, E-36, Dire ct Acce s s  s e rvice  a nd a ny othe r ra te  tha t is  e xe mpt from the  P S A) a nd is
a djus te d a nnua lly. The  P S A Ra te  sha ll be  a pplie d to the  cus tome r's  bill a s  a  monthly kilowa tt-
hour ("kwh") cha rge  tha t is  the  same  for a ll customer classes .

The  P S A ra te  s ha ll be  re s e t on Fe brua ry 1 of e a ch ye a r, a nd s ha ll be  e ffe ctive  with the  firs t
billing cycle  in February unless  suspended by the  Commission. It is  not prora ted.

4. Filing and Procedural Deadlines

a. September 30 Filing

AP S  sha ll file  the  P S A ra te  with a ll Compone nt ca lcula tions  for the  P S A ye a r be ginning on the
ne xt Fe brua ry l, including a ll supporting da ta , with the  Commiss ion on or be fore  S e pte mbe r 30
of each yea r. Tha t ca lcula tion sha ll use  a  forecast of kph sa les  and of fue l and purchased power
costs  for the  coming ca lendar yea r, with a ll inputs  and assumptions be ing current a s  of tha t da te
for the  Forwa rd Compone nt. The  filing will a lso include  the  His torica l Compone nt ca lcula tion
for the  year beginning on the  next February 1, with a ll supporting da ta . Tha t ca lcula tion sha ll use
the  s a m e  fore ca s t of s a le s  us e d  for the  Forwa rd  Com pone nt ca lcula tion .  The  Tra ns ition
Component Filing sha ll a lso include  a  proposed method for addressing the  over or under recovery
of any Transition Component ba lances tha t result from changes in the  sa les forecasts  or recovery
pe riods  se t or any additions  to or subtractions  from Transition Component ba lances  reviewed or
approved by the  Commission since  the  last February l rese tting of the  new PSA.6

b . Decemb er 31 Filin g

AP S  sha ll by December 31 upda te  the  S eptember 30 filing. This  upda te  sha ll replace  e s tima ted
Forwa rd Compone nt Tra cking Account ba la nce s , the  His torica l Compone nt Tra cking Account
ba la nce s , a nd the  Tra ns ition Compone nt Tra cking Account ba la nce s  with a ctua l ba la nce s  a nd
with more  current e s tima tes  for those  months (December and J anuary) for which actua l da ta  a re

6 This  me thod a s s ume s  tha t the  Commis s ion de fe rs  the  re cove ry of a ny a pprove d Tra ns ition  Compone nt Ba la nce
cha nge s  until the  ne xt Fe brua ry 1  P S A re s e tting. The  Commis s ion  ma y a ls o, a s  pa rt of the  a pprova l of a ny s uch
Trans ition Component Ba lance  change , make  a  P S A change  e ffective  on da tes  and acros s  periods  as  it de te rmines  to
be  appropria te  when it approves  s uch a  Trans ition Component Ba lance  change .

( < L x 4 e . x ¢ 4 ( ¢ » e ¢ l e b e a f .u v.ML .JM1 IMHMMHM L 1 1 ...IlllJ,,, 4 . 1 . 4 2

February 2007 P a ge  6



Arizona Corporation Commission
Docket N0. E-01345A-05-0816

Docket No. E-04204A-06-0783
Attachment RCS-4

Page 7 of 17
Staff Proposed Plan of Administration

Power Supply Adjustor Mechanism

not ava ilable . Unless  the  Commission has otherwise acted on the  AP S  ca lcula tion by Fe brua ry l,
the  PSA ra te  proposed by APS shall go into effect on February 1.7

c .  Ad d it io n a l Filin g s

AP S  sha ll a lso file  with the  Commiss ion a ny a dditiona l informa tion tha t the  S ta ff de te rmine s  it
requires to verify the  component ca lcula tions, account ba lances, and any other matte r pertinent to
the  PSA.

d. Review Proces s

The  Commission S ta ff and inte res ted pa rtie s  sha ll have  an opportunity to review the  S eptember
30 a nd De ce mbe r 31 fore ca s t, ba la nce s , a nd supporting da ta  on which the  ca lcula tions  of the
three  P S A components  have  been based. Any objections  to the  S eptember 30 ca lcula tions  sha ll
be  file d within 45 da ys  of the  AP S  filing. Any obje ctions  to the  De ce mbe r 31 ca lcula tions  sha ll
be  file d within 15 da ys  of the  AP S  filing.

5. Verification and Audit
The  a m ounts  cha rge d  through the  P S A s ha ll be  s ubje c t to  pe riodic  a udit to  a s s ure  the ir
comple teness  and accuracy and to a ssure  tha t a ll fue l and purchased power costs  were  incurred
reasonably and prudently. The  Commission may, a fte r notice  and opportunity for hea ring, make
such adjus tments  to exis ting ba lances  or to a lready recove red amounts  a s  it finds  necessa ry to
correct any accounting or ca lcula tion e rrors  or to address  any costs  found to be  unreasonable  or
imprudent. S uch adjus tments , with appropria te  inte re s t, sha ll be  recove red or re funded through
the  Transition Component.

6. Definitions

Applicable  Inte re s t - Based on one -yea r Nomina l Treasury Constant Ma turitie s  ra te  conta ined in
the Federal Reserve Statistical Release  H-15.

Base  Cost of Fue l and P urchased P ower -- An a mount ge ne ra lly e xpre s se d a s  a  ra te  pe r kph,
which re flects  the  fue l and purchased power cost embedded in the  base  ra tes as approved by the
Commis s ion in AP S ' mos t re ce nt ra te  ca s e . The  Ba s e  Cos t of Fue l a nd P urcha s e d P owe r
revenue  is  the  approved ra te  pe r kph times  the  applicable  sa le s  volumes . Decis ion No. XXXXX
se t the  ba se  cos t a t $0.0XXXXX pe r kph e ffe ctive  on XXX, XXXX.

Forwa rd Compone nt -. An amount gene ra lly expressed a s  a  ra te  pe r kph cha rge  tha t is  upda ted
a nnua lly on Fe brua ry l of e a ch ye a r a nd e ffe ctive  with the  firs t billing cycle  in Fe brua ry. The
Forward Component for the  P S A Yea r will adjus t for the  diffe rence  be tween the  foreca s ted fue l
and purchased power costs  genera lly expressed as  a  ra te  per kph less  the  Base  Cost of Fue l and
Purchased Power genera lly expressed as a  ra te  per kph embedded in APS ' base  ra tes. The  result
of this  ca lcula tion will equa l the  Forward Component, genera lly expressed as  a  ra te  pe r kph.

7 No reference in this plan to effectiveness in the absence of Commission action shall be interpreted as precluding
the normal application of the balance reconciliation provisions generally established for the new PSA.
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Forwa rd Compone nt Tra cking Account - An a ccount tha t re cords  on a  m onthly ba s is  AP S '
ove r/unde r-re cove ry of its  a ctua l cos ts  of fue l a nd purcha se d powe r a s  compa re d to the  a ctua l
Ba s e  Cos t of Fue l a nd P urcha s e d P owe r re ve nue  a nd Forwa rd Com pone nt re ve nue , p lus
Applica ble  Inte re s t. The  ba la nce  of this  a ccount a s  of the  e nd of e a ch P S A Ye a r is , subje ct to
periodic audit, re flected in the  next Historica l Component ca lcula tion. APS  file s  the  ba lances and
supporting de ta ils  underlying this  Account with the  Commission on a  monthly basis .

Arizona Corporation Commission
Docket N0. E-01345A-05-0816

His torica l Compone nt An amount genera lly expressed as  a  ra te  pe r kph charge  tha t is  upda ted
a nnua lly on Fe brua ry l of e a ch ye a r a nd e ffe ctive  with the  firs t billing cycle  in Fe brua ry unle ss
suspended by the  Commission. The  purpose  of this  charge  is  to provide  for a  true-up mechanism
to reconcile  any over or under-recovered amounts from the  preceding PSA Year tracking account
ba lances to be  re funded/collected from customers in the  coming year's  PSA ra te .

His torica l Compone nt Tra cking Account .- An a ccount tha t re cords  on a  m onthly ba s is  the
a ccount ba la nce  to be  colle cte d via  the  His torica l Compone nt ra te  a s  compa re d to the  a ctua l
Historica l Component revenues, plus  Applicable  Inte rest, the  ba lance  of which a t the  close  of the
preceding PSA Year is , subject to pe riodic audit, then re flected in the  next Historica l Component
ca lcula tion. AP S  file s  the  ba la nce s  a nd s upporting de ta ils  unde rlying this  Account with the
Commission on a  monthly basis .

IS FS I -Costs  a ssocia ted with the  Independent S pent Fue l S torage  Ins ta lla tion tha t s tore s  spent
nuclea r fue l.

Ma rk-to-Ma rke t Accounting .- Re cording the  va lue  of qua lifying commodity contra cts  to re fle ct
the ir current marke t va lue  re la tive  to the ir actua l cost.

Na tive  Loa d - Na tive  loa d include s  cus tome r loa d in the  AP S  control a re a  for which AP S  ha s  a
genera tion service  obliga tion and PacifiCorp Supplementa l Sa les.

PacifiCorp Supplementa l Sa les - The  P a cifiCorp S upple me nta l S a le s  a gre e me nt is  a  long-te rm
contra ct from 1990, which re quire s  AP S  to offe r a  ce rta in a mount of e ne rgy to P a cifiCorp e a ch
year. It is  a  component of the  se t of agreements tha t led to the  sa le  of Cholla  Unit 4 to PacifiCorp
and the  establishment of the  seasonal diversity exchange  with PacifiCorp.

Old P S A .-- The  P ower S upply Adjustment mechanism approved in Decis ion No. 67744 to track
changes in the  APS cost of obta ining fue l and purchased power.

This  P S A - The  P ower S upply Adjustment mechanism approved by the  Commission in Decis ion
No. xxxxx, which is  a  combina tion of thre e  ra te  compone nts  tha t tra ck cha nge s  in the  cos t of
obta ining powe r supplie s  ba se d upon forwa rd-looking e s tima te s  of fue l a nd purcha se d powe r
costs  tha t a re  eventua lly reconciled to actua l cos ts  expe rienced. This  P S A a lso provides  for the
tra ns ition from  the  prior P S A to this  P S A, a llows  for s pe cia l Com m is s ion cons ide ra tion of
extreme vola tility in costs  or recovery by means of a  mid-year ra te  correction, and provides for a
reconcilia tion be tween actua l and estimated costs  of the  la st two months of estimated costs  used
in His torica l Component ca lcula tions .
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P S A Ye a r -. A consecutive  12-month period genera lly beginning each February 1.

P S A Ye a r One - A pe riod beginning on the  da te  de te rmined by the  Commiss ion in Decis ion No.
xxxxx and ending on January 31, 2008.

Preference  Power - Power a lloca ted to APS  wholesa le  customers by federa l power agencies such
as the  Weste rn Area  Power Administra tion.

System Book Fue l and Purchased Power Costs .- The  costs  recorded for the  fue l and purchased
powe r use d by AP S  to se rve  both Na tive  Loa d a nd off-sys te m sa le s , le ss  the  cos ts  a ssocia te d
with a pplica ble  s pe cia l contra c ts ,  E-36, RCDAC-1, IS FS I, a nd Ma rk-to-Ma rke t Accounting
adjustments. Wheeling costs a re  included, broker fees are  excluded.

System Book Off-Svstem Sales Revenue - The  revenue  recorded from sa les  made  to non-Native
Load customers , for the  purpose  of optimizing the  AP S  system, us ing AP S -owned or contracted
genera tion and purchased power, le ss  Mark-to-Marke t Accounting adjustments .

Traditiona l Sa les-for-Resa le ,- The  portion of load from Na tive  Load wholesa le  customers  tha t is
se rved by APS, excluding the  load sewed with P refe rence  Power.

Tra ns ition Compone nt - An amount gene ra lly expre ssed a s  a  ra te  pe r kph cha rge  to be  applied
when necessa ry to provide  for: (a ) the  transition be tween the  prior PSA and current PSA, and (b)
significant changes between estimated and actual costs under the  Forward Component.

_ An a ccount tha t re cords  on a  m onthly ba s is  the
a ccount ba la nce  to  be  colle c te d via  the  Tra ns ition Com pone nt a s  com pa re d to  the  a c tua l
Transition Component revenues, plus applicable  inte rest, the  ba lance  of which upon Commission
conside ra tion may then be  re flected in the  next Transition Component ca lcula tion. AP S  file s  the
ba la nce s  a nd s upporting de ta ils  unde rlying this  Account with the  Commis s ion on a  monthly
basis .

Tra ns ition Compone nt Tra cking Account

Whee ling Costs  (FERC Account 565, Transmiss ion of Electricitv by Othe rs) -. Amounts  payable
to others  for the  transmission of APS ' e lectricity over transmission facilitie s  owned by others .

7. Calculations

a. Schedule 1. PSA Rate Calculation

Ente r the  a ppropria te  e ffe ctive  pe riods  for the  Curre nt a nd P ropose d P S A columns  a nd the n
comple te  the  following in each respective  column:

1. On Line  I, ente r the  Forward Component Ra te  from S chedule  2, Line  8.
2. On Line  2, ente r the  His torica l Component Ra te  from S chedule  4, Line  5.
3. On Line  4, e nte r the  Tra ns ition Compone nt Ra te  for the  Commiss ion a pprove d prior

PSA transition re fund/collection ba lance  from Schedule  6, Line  3.
4. On Line  5, e nte r the  Tra ns ition Compone nt Ra te  for a ny Commiss ion a pprove d Mid-

Period Transition re fund/collection ba lance  from Schedule  6, Line  6.

ML 444 u*
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8.
9.

On Line  6, ente r the  Transition Component Ra te  for any othe r Commission approved
Transition adjustment re fund/collection ba lance  from Schedule  6, line  9.
O n  Lin e  7 ,  e n te r th e  Tra c kin g  Ac c o u n t Tra n s it io n  C o m p o n e n t R a te  fo r a n y
Commiss ion approved re fUnd/collection Tracking Account ba lance  from S chedule  6,
Line  20.
On Line  8, ente r the  sum of Lines 4 through 7 to ca lcula te  tota l Transition Component
Rate .
On Line  9, enter the  sum of Lines 1, 2, and 8 to ca lcula te  the  tota l PSA Rate .
Ca lcula te  the  Incre a s e /(De cre a s e ) in  ra te s  a nd % Cha nge  by re s pe c tive  line s :
P roposed Rates Less Current Ra tes equa ls  Increase /(Decrease) with result divided by
Current Rate  to de termine  % of Increase /(Decrease).

Reflect notes as appropria te .

b. Schedule 2. PSA Forward Component Rate Calculation

Ente r the  a ppropria te  e ffe ctive  pe riods  for the  Curre nt a nd P ropose d P S A columns  a nd the n
comple te  the  following in each respective  column:

l. On line  l, ente r the  P rojected Fue l and P urchased P ower Costs  for the  coming yea r.
2. On Line  2, e nte r the  P roje cte d Off-S ys te m S a le s  Re ve nue  (e nte re d a s  a  ne ga tive

va lue) for the  coming year.
3. On Line  3, e nte r the  P S A Adjus tme nts  to Fue l a nd P urcha se d P owe r Cos ts  for the

coming year.
4. On Line  4, ente r the  sum of Lines  l through 3 to a rrive  a t the  Ne t Fue l and P urchased

Power Costs .
5. On Line  5, e nte r the  P roje cte d Na tive  Loa d S a le s  (MWh), e xcluding the  E-3, E-4, E-

36 sa les for the  coming year.
6. On Line  6, ente r the  de riva tion of the  Ne t Fue l and Purchased Power Costs  divided by

the  P rojected Native  Load Sa les  to a rrive  a t the  P rojected Average  Net Fue l Cost pe r
k p h .

7. On Line  7, e nte r the  Authorize d Ba se  Cos t of Fue l a nd P urcha se d P owe r Ra te  pe r
k p h .

8. On Line  8, e nte r the  sum of Line  6 le s s  Line  7 to a rrive  a t the  Forwa rd Compone nt
ra te  pe r kph, and then ca rry forward re sultant va lue  to S chedule  1, Line  l.

Reflect notes as appropria te .

c. Schedule 3. Forward Component Tracldng Account

Enter the  appropria te : e ffective  da tes for the  P S A P rio r Forward Component be ing tracked, yea r
for the  colum n he a de d "Cycle  Billing Month",  a nd Ba s e  Ra te  a nd Forwa rd Com pone nt in
co lum ns  h  a nd  i.  O n  line s  l th rough  12  unde r the  Cyc le  Billing  Month ,  J a nua ry th rough
December for each respective  column comple te  the  following:

l. On Line s  l to 12, e nte r the  monthly P S A Re ta il Ene rgy S a le s  (Mwh) a nd the  monthly
Wholesa le  Native  Load Energy Sa les in columns a  and b, respective ly, the  sum which
e qua ls  the  Tota l Na tive  Loa d Ene rgy S a le s , column e . Curre ntly, Whole sa le  Na tive
Load Energy Sa les  include  Traditiona l Sa les-for-Resa le  and PacifiCorp Supplementa l
Sales.
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2. On Line s  1 to 12, e nte r the  monthly S ys te m Book Fue l a nd P urcha se d P owe r Cos ts
a nd the  m onthly S ys te m  Book Off-S ys te m  S a le s  Re ve nue  in  colum ns  d  a nd e ,
re s pe ctive ly, the  s um  of colum n d m inus  e  e qua ls  the  m onthly Ne t Na tive  Loa d
Power Supply Costs  in columns. The  off-system sa les  margin is  embedded in the  Ne t
Na tive  Loa d P owe r S upply Cos t. The  cos ts  a ssocia te d with the  off-sys te m sa le s  a re
include d in the  S ys te m Book Fue l a nd P urcha se d P owe r Cos ts . Whe n the  S ys te m
Book Off-S ys te m  S a le s  Re ve nue  is  s ubtra c te d from  the  S ys te m  Book Fue l a nd
P urcha s e d P owe r Cos ts ,  the  diffe re nce  be twe e n the  off-s ys te m  s a le s  cos ts  a nd
re ve nue  e nds  up in the  Ne t Na tive  Loa d P owe r S upply Cos t. Tha t diffe re nce  is  the
off-s ys te m  s a le s  m a rgin. A lis t of the  ite m s  include d in the  P S A s a le s  a nd cos ts
de s cribe d a bove  will be  inc lude d in  the  P S A re porting s che dule s  file d  with  the
Commission each month.

3. On Line s  l to 12, ca lcula te  the  P S A Re ta il P owe r S upply Cos ts , column g by dividing
the  P S A Re ta il Ene rgy S a le s  in column a  by the  Tota l Na tive  Loa d Ene rgy S a le s  in
column c, the n multiply the  product by the Ne t Na tive  Loa d P owe r S upply Cos ts  in
colum n f.  Dire c tly-a s s igne d powe r s upply cos ts  a nd re la te d  e ne rgy s a le s  from
a pplica ble  s pe cia l contra ct cus tome rs , S che dule  E-36 cus tome rs , a nd cus tome rs
re turning to S tanda rd Offe r se rvice  from compe titive  gene ra tion subject to Re turning
Cus tome r Dire ct Acce ss  Cha rge  ("RCDAC") tre a tme nt will be  de ducte d prior to the
above ca lcula tions.

4 .  On Line s  l to  12, ca lcula te  the  a m ount re cove re d via  the  Com m is s ion a pprove d
embedded base  fue l and purchased power ra te  by multiplying the  Reta il Energy Sa les
in column a  by the  Commiss ion a pprove d Ba se  Cos t of Fue l a nd P urcha se d P owe r
ra te  entered in the  above  column heading the  result which is  entered in column h.

5. On Lines  l to 12, ca lcula te  the  amount recove red via  the  Forward Component ra te  by
m ultiplying s a id ra te  by the  Re ta il Ene rgy S a le s  in colum n a , the  re s ult which is
ente red in column i.

6. On line s  l to 12, ca lcula te  the  re spe ctive  le ve l of (Ove r)/Unde r Colle ction in columns
by subtra cting the  Ba se  Ra te  P owe r S upply Re cove ry a nd the  Forwa rd Compone nt
Recovery from the  PSA Reta il Power Supply Costs , columns g and h, respective ly.

An inte re s t ra te , ba sed on the  one -yea r Nomina l Treasury Constant Ma turitie s  ra te  conta ined in
the  Fe de ra l Re se rve  S ta tis tica l Re le a se , H-15, is  a pplie d e a ch month to the  pre vious  month's
Tracking Account Ba lance . The  inte res t ra te  is  adjusted annua lly on the  firs t business  day of the
calendar year in the same manner as the APS customer deposit ra te .

The  (Ove r)/Unde r Colle ction, the  Inte re s t a nd the  prior month's  Tra cking Account Ba la nce
produce  the  current month's  ba lance .

d. Schedule 4. PSA Historical Component Rate Calculation

Ente r the  a ppropria te  e ffe ctive  pe riods  for the  Curre nt a nd P ropose d P S A-2 columns  a nd the n
comple te  the  following in each respective  column:

1. On Line  1, e nte r the  Forwa rd Compone nt Tra cking Account Ba la nce  from S che dule
3, LIE, column i.
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Enter the  appropria te : e ffective  da tes for the  PSAP rio r His torica l Component be ing tracked,

On Line  8, for J a nua ry a nd Line  1 for Fe brua ry, e nte r the  His torica l Compone nt ba la nce  a s  of
Fe brua ry 1 ,  20XX. On Line  2 ,  (P rior pe riod  P S A His torica l Com pone nt Ca lcula tion  F rom
S che dule  4, L4) for Fe brua ry e nte r a ny true -up for the  use  of prior pe riod e s tima te s , i.e ., prior
estimated December and January Historica l Component ra te  applica tion revenues to subsequent
a ctua l da ta , the  sum of Line s  1 a nd 2, to re fle ct the  Adjus te d His torica l Compone nt Be ginning
Ba lance  a s  of Februa ry 1, 20XX.

Reflect notes as appropria te ,

Ea ch month, the  Applica ble  His torica l Compone nt ra te  is  multiplie d by the  Re ta il Ene rgy S a le s
to ca lcula te  the  revenue  rece ived from the  Applicable  Historica l Component ra te . The  revenue  is
subtracted from the  Adjusted Beginning Ba lance .

In te re s t is  a pplie d  m onth ly ba s e d  on  the  e ffe c tive  one -ye a r Nom ina l Tre a s ury Cons ta n t
Maturities  ra te  tha t is  conta ined in the  Federa l Reserve  S ta tis tica l Release , H-15, or its  successor
publica tion. The  inte rest ra te  is  adjusted annua lly on the  firs t business day of the  ca lendar year in
the same manner as the APS customer deposit ra te .

Reflect notes as appropria te .

Ente r the  a ppropria te  e ffe ctive  pe riods  for the  Curre nt a nd P ropose d P S A columns  a nd the n
comple te  the  following in each respective  column:

l .  O n Line l , enter the P rior P S A
(Re funda ble )/Colle ction Amount.

2. On Line  2, ente r the  P rojected Ene rgy S a le s  without E-3, E-4, and E-36 Mwh.
3. On Line  3, ca lcula te  the  P rior P S A Tra ns ition Compone nt (Re fUnda ble )/Colle ction

Ra te  by dividing Line  1 by Line  2.
4 .  O n  Lin e  4 ,  e n t e r  t h e  P S A Mid -P e r io d  T ra n s it io n  C o m m is s io n  Ap p ro v e d

(RefUndable )/Collection Amount, if any.
5. On Line  5, ente r the  P rojected Ene rgy S a le s  without E-3, E-4, and E-36 Mwh.
6. On Line  6, ca lcula te  the  Mid-P e riod Tra ns ition Compone nt (Re funda ble )/Colle ction

Ra te  by dividing Line  4 by Line  5.

. ¢ l . ; .

e. Schedule 5. Historical Component Tracking Account

f. Schedule 6. PSA Transition Component Rate Calculation

2. On Line  2, e nte r the  His torica l Compone nt Tra cking Account Ba la nce  from S che dule
5, Line  8.

3 .  O n  Lin e 3 ,  e n t e r  t h e  s u m  o f  Lin e s 1, a n d  2  t o  a l i v e a t  t h e  T o t a l
(RefUndable )/Collection Amount Ba lance .

4. On Line  4, e nte r the  re s pe ctive  P roje cte d Ene rgy S a le s  without E-3, E-4 a nd E-36
Mw h .

5. On Line  5, e nte r the  Applica ble  His torica l Com pone nt ra te  by dividing Line  3 by
Line  4.

.J...

Tra ns ition Commiss ion Approve d
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7. On Line 7, enter Any Othe r
(Re fundable )/Colle ction Amount, if any.

8. On Line  8, ente r the  P rojected Ene rgy S a le s  without E-3, E-4, and E-36 Mwh.
9. On Line  9, ca lcula te  the  Any Othe r Tra ns ition Compone nt (Re iiunda ble )/Colle ction

Ra te  by dividing Line  7 by Line  8.
10.  On Line  10,  e nte r the  s um  of Line s  3 ,  6 ,  a nd 9  to  a rrive  a t the  to ta l Tra ns ition

Component Ra te  (Non-Tracking Account Items).
11. On Line  11, ente r the  P rior P S A Transition Tracking Account Ba lance  from S chedule

7a , Line  8.
12. On Line  12, ente r the  P rojected Energy Sa les  without E-3, E-4, and E-36 Mwh.
13 .  O n Line  13 ,  ca lcu la te  the  P rior P S A Tra cking  Account Tra ns ition  Com pone nt

(Re fundable )/Collection Ra te  by dividing Line  11 by Line  12.
14. On Line  14, e nte r the  Mid-P e riod P S A Tra ns ition Tra cking Account Ba la nce  from

Schedule  7b, Line  8, if any.
15. On Line  15, ente r the  P rojected Energy Sa les  without E-3, E-4, and E-36 Mwh.
16. On Line  16,  ca lcula te  the  Mid-P e riod Tra cking Account Tra ns ition Com pone nt

(RefUndable )/Collection Ra te  by dividing Line  14 by Line  15.
17 .  O n Line  17 ,  e n te r Any O the r P S A Tra ns ition  Tra cking  Account Ba la nce  from

S chedule  78, Line  8, if any.
18. On Line  18, ente r the  P rojected Energy Sa les  without E-3, E-4, and E-36 Mwh.
19.  On Line  19 ,  ca lcula te  the  Any O the r Tra cking  Account Tra ns ition  Com pone nt

(Re fundable )/Collection Ra te  by dividing Line  17 by Line  18.
20. On Line  20, ca lcula te  the  tota l Tra cking Account Tra ns ition Compone nt by a dding

Lines 13, 16, and 19.
21. On Line  21, ca lcula te  the  tota l Tra ns ition Compone nt Ra te  by a dding Line s  10 a nd

20.

Tra ns ition Commiss ion Approve d

Reflect notes as appropria te .

g. Schedule 7a. Transition Component Tracking Account "Old PSA"

Enter the  appropria te : e ffective  da tes for the  PSAP rio r Transition Component to be  tracked.

On Line  8, for J a nua ry a nd Line  1 for Fe brua ry, e nte r the  Tra ns ition Com pone nt, Old P S A
b a la n c e  a s  o f F e b ru a ry 1 ,  2 0 XX.  O n  Lin e  2 ,  (P rio r p e rio d  P S A Tra n s itio n  C o m p o n e n t
Ca lcula tion From S che dule  6, Ll) for Fe brua ry e nte r a ny true -up for the  us e  of prior pe riod
e s tim a te s ,  i.e . ,  p rior e s tim a te d  De ce m be r a nd  J a nua ry Tra ns ition  Com pone nt,  O ld  P S A
applica tion revenues to subsequent actua l da ta , the  sum of Lines l and 2, to re flect the  Transition
Component Adjusted Beginning Ba lance  as  of Februa ry 1, 20XX.

Each month, the  Applicable  Transition Component ra te  is  multiplied by the  Re ta il Ene rgy S a le s
to ca lcula te  the  revenue  rece ived from the  Applicable  Transition Component ra te . The  revenue  is
subtracted from the  Adjusted Beginning Balance .

In te re s t is  a pplie d  m onth ly ba s e d  on  the  e ffe c tive  one -ye a r Nom ina l Tre a s ury Cons ta n t
Maturities  ra te  tha t is  conta ined in the  Federa l Reserve  S ta tis tica l Re lease , H-l5, or its  successor

1 . m e 4/L44
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publication. The interest rate is adjusted annually on the first business day of the calendar year in
the same manner as the APS customer deposit rate.

* ;,

Any subsequent ba lance  produced must be  approved by the  Commission for la te r inclusion in the
next Transition Component Ca lcula tion, if any, a t Schedule  6, Line  1 l.

Reflect notes as appropria te .

h . Sch ed u le  7b . Mid -Perio d  Tran s itio n  Trackin g  Acco u n t

Ente r the  a ppropria te : e ffe ctive  da te s  for the  P S A Mid-P e riod Tra ns ition Compone nt to be
tracked.

On Line  8, for J a nua ry a nd Line  1 for Fe brua ry, e nte r the  Tra ns ition Compone nt, P S A Mid-
P e riod ba la nce  a s  of Fe brua ry l, 20XX. On Line  2, (P rior pe riod P S A Tra ns ition Compone nt
Ca lcula tion From S che dule  6, L4) for Fe brua ry e nte r a ny true -up for the  us e  of prior pe riod
e s tima te s , i.e ., prior e s tima te d De ce mbe r a nd J a nua ry Tra ns ition Compone nt ra te  a pplica tion
revenues  to subsequent a ctua l da ta , the  sum of Lines  l and 2, to re fle ct the  Adjus ted Trans ition
Component Beginning Ba lance  a s  of Februa ry l, 20XX.

Each month, the  Applicable  Trans ition Component ra te  is  multiplied by the  Re ta il Ene rgy S a le s
to ca lcula te  the  revenue  rece ived from the  Applicable  Transition Component ra te . The  revenue  is
subtracted from the  Adjusted Beginning Ba lance .

In te re s t is  a pp lie d  m onth ly ba s e d  on  the  e ffe c tive  one -ye a r Nom ina l Tre a s ury Cons ta n t
Maturities  ra te  tha t is  conta ined in the  Federa l Reserve  S ta tis tica l Re lease , H-15, or its  successor
publica tion. The  inte rest ra te  is  adjusted annua lly on the  firs t business day of the  ca lendar year in
the same manner as the APS customer deposit ra te .

Any subsequent ba lance  produced must be  approved by the  Commission for la te r inclusion in the
next Transition Component Ca lcula tion, if any, a t Schedule  6, Line  14.

Reflect notes as appropria te .

i. Schedule 7X. (Enter Description) Transition Tracldng Account

Follow s im ila r proce dure s  d is cus s e d in  g  a nd h  a bove ,  for a ny o the r Tra ns ition  Tra cking
Accounts .

8. Compliance Reports

AP S  sha ll provide  monthly re ports  to S ta ffs  Complia nce  S e ction a nd to the  Re s ide ntia l Utility
Consumer Office  de ta iling a ll ca lcula tions  re la ted to the  PSA. An APS  Office r sha ll ce rtify under
oa th tha t a ll information provided in the  reports  itemized be low is  true  and accura te  to the  best of

.,.,,..1l.LlML,.w.,0H.,.,,,.,..lllL.L 4»41444 44 uee ,.m1.lL1.
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his  or he r information and be lie f. These  monthly reports  sha ll be  due  within 30 days of the  end of
the  reporting pe riod.

The  publicly ava ilable  reports  will include  a t a  minimum:

The  P S A Ra te  Ca lcula tion (S che dule  l), Forwa rd Compone nt, His torica l Compone nt,
a nd  Tra ns ition  Com pone nt Ca lcu la tions  (S che dule s  2 ,  4 ,  a nd  6),  Annua l F orwa rd
Com pone nt,  His to rica l Com pone nt,  a nd  Tra ns ition  Com pone nt Tra cking  Account
Ba la nce s  (S che dule s  3, 5 ,  a nd 7).  Additiona l infonna tion will provide  othe r re la tive
inputs and outputs such as :

a . Tota l power and fue l cos ts .
b. Customer sa les  in both MWh and thousands of dolla rs  by customer class .
c. Number of customers  by customer class .
d. A de ta iled lis ting of a ll items excluded from the  P S A ca lcula tions .
e . A de ta iled lis ting of any adjustments  to the  adjustor reports .
f. Tota l off-sys tem sa le s  revenues .
g. S ys te m losse s  in MW a nd Mwh.
h. Monthly ma ximum re ta il de ma nd in MW.

2. Identifica tion of a  contact pe rson and phone  number from AP S  for questions .

AP S  sha ll provide  to Commiss ion S ta ff monthly reports  conta ining the  informa tion lis ted be low.
The s e  re ports  s ha ll be  due  within  30 da ys  of the  e nd of the  re porting pe riod.  All of the s e
additiona l reports  will be  provided confidentia lly.

A. Infonna tion for e a ch ge ne ra ting unit sha ll include  the  following ite ms:
l. Ne t ge ne ra tion, in MWh pe r month, a nd 12 months  cumula tive ly.
2. Average  hea t ra te , both monthly and 12-month average .
3. Equiva lent forced-outage  ra te , both monthly and 12-month ave rage .
4. Outa ge  infonna tion for e a ch month including, but not limite d to, e ve nt type , s ta rt da te

and time, end date  and time, and a  description.
5. Tota l fue l cos ts  pe r month.
6. The  fue l cos t pe r kph pe r month.

B. Informa tion on powe r purcha se s  sha ll include  the  following ite ms  pe r se lle r (informa tion on
economy interchange purchases may be aggregated):

l.  The  qua ntity purcha s e d in Mwh.
2. The  demand purchased in MW to the  extent specified in the  contract.
3. The  tota l cost for demand to the  extent specified in the  contract.
4. The  tota l cos t of e ne rgy.

C. Informa tion on off-system sa le s  sha ll include  the  following items :
l. An ite miza tion of off-sys te m sa le s  ma rgins  pe r buye r.
2. De ta ils  on nega tive  off~system sa les  margins.

D. Fue l purchase  informa tion sha ll include  the  following items:

1 4 4 e4 l u m

February 2007
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l. Na tura l ga s  inte rs ta te  pipe line  cos ts , ite mize d by pipe line  a nd by individua l cos t
components, such as reservation charge, usage, surcharges and fuel.

2. Natura l gas  commodity cos ts , ca tegorized by short-term purchases  (one month or less )
a nd longe r te rn purcha s e s , including price  pe r the n, tota l cos t, s upply ba s in, a nd
volume by contract.

E. APS  will a ls o provide :
l. Monthly proje ctions  for the  ne xt 12-month pe riod s howing e s tima te d (Ove r)/unde r-

collected amounts.
2. A summary of unplanned outage costs  by resource type,
3. The  da ta  necessary to a rrive  a t the  Sys tem and Off-Sys tem Book Fuel and Purchased

Power cos t reflected in the non-confidential filing.
4. The data  necessary to a live  a t the  Native  Load Energy Sales  MWh reflected in the  non-

confidentia l filing.

Work papers  and other documents  tha t conta in proprie ta ry or confidentia l information will be
provided to the Commission Staff under an appropriate confidentiality agreement. APS will keep
fue l a nd purcha s e d powe r invoice s  a nd contra cts  a va ila ble  for Commis s ion re vie w. The
Commis s ion ha s  the  right to re vie w the  prude nce  of fue l a nd powe r purcha s e s  a nd a ny
calculations  associated with the PSA at any time. Any costs  flowed through the PSA are subject
to refund, if those cos ts  are found to be impudently incurred.

9. Allowable Costs

a. Accounts

The allowable PSA costs  include fuel and purchased power cos ts  incurred to provide service to
retail cus tomers . Additionally, the prudent direct cos ts  of contracts  used for hedging sys tem fuel
and purchased power will be recovered under the PSA. The allowable cost components  include
the following Federal Energy Regulatory Commiss ion ("FERC") accounts :

501 Fuel (Steam)
518 Fuel (Nuclear) less  ISFSI regulatory amortization
547 Fuel (Other Production)
555 Purchased Power
565 Wheeling (Transmiss ion of Electricity by Others)

•

•

•

•

•

These accounts  are  subject to change if the  Federal Energy Regulatory Commiss ion a lters  its
accounting requirements or definitions .

b. Directlv Assignable Power Supplv Costs Excluded

Decision No. 66567 provides APS the ability to recover reasonable and prudent costs  associated
with cus tomers  who have left APS s tandard offer service, including special contract rates , for a
competitive  genera tion supplie r and then re turn to s tandard offe r s e rvice . For adminis tra tive
purposes , customers  who were direct access  customers  s ince origination of service and request
s tandard offer service  would be cons idered to be  re turning cus tomers . A direct ass ignment or
s pecia l adjus tment may be  applied tha t recognizes  the  cos t diffe rentia l be tween the  power
purchases needed to accommodate the returning customer and the power supply cost component

*H 1,,.,*,,,.,..*.1....,..1 , . L. , lLL ,
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of the  otherwise  applicable  s tandard offe r se rvice  ra te . This  process is  described in the  Re turning
Customer Direct Access  Cha rge  ra te  schedule  and a ssocia ted P lan for Adminis tra tion filed with
the  Commission.

In a ddition, if AP S  purcha se s  powe r unde r spe cific te rms  on be ha lf of a  s ta nda rd offe r spe cia l
contract customer, the  costs  of tha t power may be  directly assigned. In both cases, where  specific
power supply costs  a re  identified and directly a ss igned to a  la rge  re turning customer or s tandard
offe r spe cia l contra ct cus tome r or group of cus tome rs , the se  cos ts  will be  e xclude d from the
Adjus tor Ra te  ca lcula tions . S che dule  E-36 cus tome rs  a re  dire ctly a ss igne d powe r supply cos ts
based on the  APS system incrementa l cost a t the  time  the  customer is  consuming power from the
APS system so the ir power supply costs  a re  excluded from the  PSA.

*L, C o
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Data Request No. Subject Confidential Pages

STF 3.87 Fair Value Rate Base No 2-3

STF 15.4
Adjust CWIP for Plant in Service by End of Test Year and Customer
Advances No 4-11

STF 3.60 Accumulated Deferred Income Taxes Yes 12-18

STF 11.24 Fleet Fuel Expense No 19-21

STF 3.101 Injuries & Damages Expense No 22
STF 11.16 Worker's Compensation Expense No 23

STF 3.102 Injuries & Damages Expense No 24
STF 11.15 Injuries & Damages Expense No 25-28

STF 3.83 Incentive Compensation and SERP Expense Yes 1 29-49

STF 11.5
Incentive Compensation Expense (Issued in UNS Gas - Docket No. G-
04204A-06-0483 No 50-51

STF 10.11 Stock Based Compensation No 52-53
STF 3.72 EEl and Other Membership Dues No 54-56

MM DR 2.27 Other Membership Dues No 57

STF 3.55 Other Membership Dues No 58-60

STF 3.39 &STF
11.8 Depreciation Expense No 61-72

STF 3.70, STF
10.4, STF 10.5,
STF 10.6, STF

11.10 and STF 15.1 SES Affiliated Charges No 73-79

STF 3.19&STF
3.30 Depreciation Rates No 80-81

STF 11.2 Black Mountain Generating Station No 82
Total Pages Including this Page 82
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Copies of UNS Electric's Responses to Data Requests

Referenced in the Direct Testimony and Schedules of

Attachment RCS-5

Page 1 of 82

Ralph C. Smith

[1] Only the attachments to the response for subparts d, e and for pages 35-49 are confidential.

Pages 12-18 and 35-49 containing information designated as "Confidential\" by the Company have been redacted from
Attachment RCS-5 and have been filed under seal in a separate document.
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UNS  ELECTRIC, lNC.'S  RES P ONS ES  TO
S TAFF'S  THIRD S ET o F DATA REQUES TS

DOCKET NO. E-04204A-06-0783
Ma y 17, 2007

S TF 3.87 Fair value rate base.

a. As of August ll, 2003, the date of acquisition, would the fair value
of the assets acquired from Citizens be equal to the purchase price
paid by UniSource'? If not, explain fully why not.

Was the acquisition of the electric utility the result of an arm's
length transaction between a willing and informed buyer and a
willing and informed seller? If not, explain fully why not.

In deciding how much to pay for the electric utility, please describe
how and to what extent UniSource make use of reconstructed cost
new (RCN) information, reconstructed cost new depreciated
(RCND) information, Handy-Whitman Index information,
Marshall Index information, and/or Bureau of Labor Statistics
index information. To the extent that UniSource did not use such
information as the basis for determining the purchase price to pay
for the electric utility, please explain fully why not.

Why does  UniSource  be lieve  it was  able  to acquire  the  e lectric
utility a t a  price  les s  than origina l cos t deprecia ted book va lue?
Expla in fully.

RES P ONS E: Yes .

Yes .

The above-referenced information was given little or no weight in
deciding what price UniSource Energy would be willing to pay for
the electric uti l i ty properties owned by Citizens. Instead, the
purchase price was more heav i ly inf luenced by the physical
condition of the utility properties, the ability to recover purchased
power costs, prevailing rates for distribution services, financing
costs, and the expected growth in sales, expenses and capital
expenditures.

b.

c.

d.

a.

b.

c.

d. There are two primary reasons. First, the retail rates charged for
distribution services provided an inadequate rate of return on the
original cost depreciated book value of utility property. Second,
Citizens appeared to be a highly motivated seller, as witnessed by
its decision to write-off a substantial balance of deferred purchased
power costs.
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UNS ELECTRlC, INC.'S RESPONSES TO
STAFF'S THIRD SET OF DATA REQUESTS

DOCKET NO. E-04204A-06-0-83
May 17, 2007

RESPONDENT: Kent Grant

WITNESS : Kent Grant
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UNS  ELECTRIC, INC.'S  RES P ONS ES  TO
S TAFF'S  FIFTEENTH S ET OF DATA REQUES TS

DOCKET NO. E-04204A-06-0783
J une  26, 2007

S TF 15.4 Customer Advances. Please refer to the response to STF 10.20.

Are the $12,045,607 Customer Advances as of June 2006 in FERC
Account 252 reflected anywhere on Schedule B-1, Summary of
Original Cost and RCND Rate Base? If so, where are the
Customer Advances reflected on that schedule and in what amount.

Are the $12,045,607 Customer Advances as of June 2006 in FERC
Account 252 reflected anywhere on Schedule B-2, Pro Forma
Adjustments to Original Cost Rate Base? If so, where are the
Customer Advances reflected on that schedule and in what amount.

c . Has UNS Electric included any amounts of Accumulated Deferred
Income Taxes (ADIT) in rate base related to the amount Customer
Advances as of June 2006? Ipso, please identify au ADIT
amounts 'm rate base related to Customer Advances, and clearly
show the relationship between the amount of Customer Advances
that the Company has reflected as a deduction to rate base and the
amount of ADIT that the Company has included in rate base
related to Customer Advances.

d. As of 6/30/06, had UNS Electric received any Customer Advance
relating to the Tubae Golf Resort Overhead to Underground
Conversion (Task CE64023)? Ipso, please identify the Customer
Advance related to this project that was recorded on UNS
Electric's books as of 6/30/06.

e.

b.

a.

Subsequent to 6/30/06, has UNS Electric received any Customer
Advance relating to the Tubac Golf Resort Overhead to
Underground Conversion (Task CE64023)? Ipso, please identify
the amount of Customer Advances related to this project that was
recorded on UNS Electric's books subsequent to 6/30/06.
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UNS  ELECTRIC, INC.'S  RES P ONS ES  TO
S TAFF'S  FIFTEENTH S ET OF DATA REQUES TS

DOCKET NO. E-04204A-06-0783
J une 26, 2007

As of 6/30/06, had UNS Electric received any Customer Advance
relating to the Rhodes Homes line extension project (Task
8009729)? If so, please identify the Customer Advance related to
this project that was recorded on UNS Electric's books as of
6/30/06.

Subsequent to 6/30/06, has UNS Electric received any Customer
Advance relating to the relating to the Rhodes Homes line
extension project (Task 8009729)'? Ipso, please identify the
amount of Customer Advances related to t11is project that was
recorded on UNS Electric's books subsequent to 6/30/06.

Please show in detail how the amounts of Customer Advances
listed in response to c, d, e and were determined.

i. Subsequent to 6/30/06, has UNS Electric refunded any Customer
Advances relating to the Rhodes Homes line extension prob act
(Task 8009729) or to the Tubae Golf Resort Overhead to
Underground Conversion (Task CE64023)? If so, please identify
the date and refund amounts for any and all refunds related to each
project.

RES P ONS E: a. STF 10.20 a. has been revised. The revised table reflects a June
30, 2006 Customer Advance balance of $8,692,444. This is the
balance that is reflected on Schedule B-1, Summary of Original
Cost and RCND Rate Base.

STF 10.20 a. has been revised. The revised table reflects a June
30, 2006 Customer Advance balance of $8,692,444. This is the
balance that is reflected on Schedule B-2, Pro Forma Adjustments
to Original Cost Rate Base.

b.

h .

c.

g.

Consistent with Commission Decision No. 55774, issued in
October 1987, the rate base element Accumulated Deferred
Income Taxes includes the Deferred Tax Asset associated with
Contributions and Advances in Aid of Construction, computed at
the average test year amount. For a detailed itemization of
Accumulated Deferred Income Taxes, please refer to die response
to STF 3.60.
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UNS  ELECTRIC, INC.'S  RES P ONS ES  TO
S TAFF'S  FIFTEENTH S ET OF DATA REQUES TS

DOCKET n o . E-04204A-06-0783
J une  26, 2007

No. This customer requested work was paid 100% by the
customer as a Contribution in Aid of Construction.

e.

f_

Please see the response to d. above.

Yes . As  of June  30, 2006 UNS Electric had rece ived $360,117.09
for this  proje ct.

g.

h.

No .

For subpart c. above, ADIT for customer advances is computed by
taking the average of the total post acquisition advance liabilities
as of June 30, 2005 and June 30, 2006. Pre Acquisition advances
have no impact on ADIT. Please see STF 15.4 (h) (Cust. Adv.
ADIT), Bates No. UNSE(0783)09893, on the enclosed CD for the
calculation of subpart c.

Subparts (d) and (e) are not applicable.

Please see 15.4 (h) (Line Ext. Cost Est.), Bates No.
UNSE(0783)09894, on the enclosed CD for the detailed Line
Extension Cost Estimate, a letter requesting an engineering
advance and the Letter of Agreement to Rhodes Homes.

No refunds have been made to Rhodes Homes (Task 8009729).
Tubae Golf Resort (Task CE 64023) would not be eligible for a
refund.

RE S P ONDE NTS : Sandie Becker (a and b)
Carl Dabelstein (c)
Tom Hoyt (d and e)
Teri Rice (in g, h and i)

WITNES S ES  : Karen Kissinger (a, b and c)
Thomas Ferry (d, e, f , g, h and i)

i.

d.



PHASE CONSTRUCTION UNIT UNIT COST .v REQD. EXTENDED
TANGENT 0.00

ANGLE o.oo

DEAD END o.oo
DOUBLE DEAD END 0.00
SLACK SPAN o.oo
INSET o.oo
SLEEVE THROUGHITAKE-OFF o.oo

DOWN GUY o.oo
CVERHEAD GUY o.oo
ANCHOR o.oo

LINE EXT WELL #2 34868 1 34868.00

UNE DAMPNERS 23.88 360 8598.80

OTHER 175,160.87 1 175180.87

attachment RCS-5
Page 7 of 82

LINE EXTENSION COST ESTIMATE
MOHAVEELECTRIC - KINGMAN, ARIZONA

Customer Rhodes Homes AZIGV Well #1
8009729

Prepared By GKELLER
Data 03/02/06

-Una Crew
Digger Crew

(ADDITIONAL FOREMAN/JOURNEYMAN)
$171 .03 par hr, x
$35.80 per hr. x

300.00 hrs.
1oo.oo hrs.

$51 .309.00
$3,580.00

Total Matorid
Total labor
Tote! Direct (Material & Labor)

+
9218,825.87
$54,B89,00

8273,514.67

8 3 Mos.
3 Mos.

Overhead 50.80096 x labor
Engineering 2.000% x (T.D. 4-O.H.)
Interest 0.310% x .5 x (T.D. + ENG. + O.H.
AR-13 0.240% x rr.o. + ENG. +O.H. + IN
Outside Engineering/Staking Foss: `

Total Cost
L:>vvw~.\ ¢;lLo»~su\\'~*.*s)

$27,883.61
$6,027.97
$1 ,908.04
$1484.79

$49,300.00
s3so,117.09
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Jnisnurce
SERWCES

November 29, 2005

Mr. Kirk Brynjulson
Mr. James Rhodes
Rhodes Homes Arizona
2215 Hualapai Mountain Road. Suite H
Kinsman. Arizona ae401

RE: Electric Seize - Preparation Cost

4621 West Dora Drive, Golden Valry we #1

Dear Sirs:

This letter is in reference to your inquiry regarding the cost of extending three-phase overhead electric
dlstribUttorl lines to 4621 West Dora Drive. Parcel 306-63-009, situate in Section 34. Township 21 North.
Range la West, Gila and Salt River Meridian, Mohave County, Arizona.

UNS Electric, Inc. wouia need to construct a three-phase overhead distribution Ile approximatdy 23,760
feet to reach your service area. A rough estimate of the construction cost is determined to be
approximately $300,000.00. You willbe required to advance the total cost of constructionprior to the start
of construction of the electric facilities.

If you request a detailed plan and cost estimate, you wltl be required to deposit with UNS Electric. Inc. an
amount of $30,000.00 to cover the estimated cost of preparation. If you authorize UNS Electrlc. Inc. to
proceed with construction of the extension within twelve months after receiving the extension agreements.
the deposit shalt be credited to the cost of construction; otherwise, the deposit shall be non~refundable.

If the proposed route will require UNS Electric. Incl to obtain a right of way through BLM Land/State of
Arizona Trust Land. prior experience indicates that ft could lake several months to acquire this permit.

Electric service will be provided In accordance with UNS Electric, lnc.'s Rules and Regulations on file with,
and approved by, the Arizona Corporation Commission.

If youare in agreement to the above. please remit to UNS Electric, Inc. the arrtou3,do§30.000.00. Please
feel free to contact the engineering department at 928-581-8929 if you have any pal questions.

Sincerely.

741-6/Z M
Gene m. Keller
Engineering Technician Ill
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.lisolII'l}B .
SERVICES

March 2. 2006

Mr. Kirk Brynjulson
Mr. James Rhodes
Rhodes Homes Arizona
2215 Hualapai Mountain Road, Suite H
Kinsman, AZ 85401

Dear Messrs. Brynjulson and Rhodes:

This Letter of Agreement is entered into between UNS Electric, Inc., an Arizona
Corporation, hereinafter referred to as 'Company", and Rhodes Homes Arizona,
hereinafter referred to as "Customer", This Letter of Agreement covers the conditions
underwhich Company will extend overhead electric service to 4621 West Dora Drive,
Parcel IA, Section 34, and to 1509 South Amado Road, Lot 105, Section 37, both in
Township 21 North, Range 18West, Gila and Salt River Meridian, Mohave County,
Arizona. This extension will be made under the provisions of Company's Extension
Rules, Section ll, D.1.c. and D.3., enclosed.

Company will install 25,892 feet of three-phase 20.8-kV overhead primary distribution
line and provide 2400-volt electric service to Customer's water wells.

The estimated construction cost of primary distribution facilities is $360,117.09. The
extension will be made under the provisions of Section ll, D.3., Economic Feasibility
basis. Therefore, upon signing this Letter of Agreement, Customer will pay to Company

( " ' $2801817.09 13360,117.09 total Customer advance less $79,300.00 payment received
as a preliminary engineering advance).

Customer's advance of $360,117.09 is refundable, without interest, the provision
of Section ll, D.1 .c. Company will determine the refund based on act f annual
revenues received from service to the two wells. An analysis will be conducted annually
in accordance with Section ll, D.1 .c. The obligation of Company to make refunds to
Customer shall terminate five (5) years after the date of this Letterof Agreement. Any
refund will be made to Rhodes Homes Arizona.

Customer will furnish, or cause to be furnished, at no cost to Company, easements
perpetual in nature necessary to meet service requirements. Any annual expenses
associated with said easements shall be paid in advance by Customer for the tem of
this Letter of Agreement.

Enclosed with this Letter of Agreement is the current electric rate schedule for the type
of service for which you will be billed.
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Mr. Kirk Brynjulson
Mr. James Rhodes
March 2, 2006
Page 2

Company's estimated starting date for construction will commence within 30 days of
execution of the Letter of Agreement and receipt of all necessary permits and
easements.

This Letter of Agreement supersedes any and all other agreements or Letter of
Understanding that may have come before Company in connection with the matters
herein contained. Any amendment, to be effective, must be made in writing.

UNS ELECTRIC, INC.

Be 4 64, Bill 4 Q 3/L6(04
eJulio

its: Transmission and Distribution Manager

ACCEPTED

By:

Date:
/14

BD:gk 8009729
Enclosures: Extension Rule, Section ll, D.1.c. and D. 3.

Rate Schedule
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UNS Electric, Inc.
Customer Advances ADIT
Test Year Ended 6/30/2006

UNS Electric, Inc. Customer Advances Company: 033 Number, Period Name: JUN-05, JUN-06, Currency
Code: use, Natural Account: 28300, A$Acct$UnS_GL_SubAccount Parameter 1: 4040, 4041, 4043, 4044

A$Acct$Ur Acct$UNS_GL_Account:28300

Period
DEC-03
DEC-04
JUN-05
DEC-05
JUN-06

Suba/c Description
Cust Adv Construct-post Acquisition*
Cust Adv Construct-post Acquisition*
Cult Adv Construct-post Acquisition
Cust Adv Construct-post Acquisition*
Cust Adv Construct-post Acquisition

Ending Balance
(509,306)

(1,696,002)
(3,264,012)
(6,447,437)
(8,704,867)

B

fr

Activity
(509,306)

(1,186,696) c
(1,568,010) D
(3,183,425) D
(2,257,430) E
(8,704,867)

Source> G/L Discoverer Query

Average Balance (6/30/2005 & 6/30/2006) (5,984,440)

Combined Federal & State Rate
Total Deferred Tax Asset 2,309,874

38.60°/o
A

*These amoulxts are not considered in computing the average advance balance. It is presented here for the
computations @ FL -FT.
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S TF 11.24 Fle e t Fue l Expe ns e .

a . Re fe r to  the  workpa pe rs  us e d  to  ca lcula te  UNS E's  Fle e t Fue l
Expe ns e  a d jus tme nt, s pe c ifica lly, the  workpa pe r ind ica te d  by
Ba te s  numbe r UNS E(0783)02108 . P le a s e  p rovide  s imila r da ta  in
the  forma t s hown on the  re fe re nce d workpa pe r for the  pe riod
S e pte mbe r 2006 to da te .

Ha s  the  Compa ny's  fle e t fue l e xpe ns e  in  2006 or 2007 be e n
impa c te d  by a ny re fine ry ou ta ge s ?  If s o , p le a s e  ide n tify, qua n tify
a nd e xpla in the  re fine ry outa ge s  a nd the  re la te d impa cts  on fle e t
fue l cos ts .

RESPONSE : P le a s e  find be low a  ta ble  in  a  s imila r forma t for S e pte mbe r, 2006 to  da te
for fle e t fue l e xpe ns e  for UNS  Ele c tric .

UNS Electric, Inc.
Fleet Fuel Expense - Invoices
September, 2006 - Current

Wright Express Invoices:

In vo ic e  Da te Gallons Fuel Cost Mo n t h Cost/Gallon

10/9/2006
11/7/2006
12/6/2006
1/6/2007
2/7/2007
3/7/2007
4/6/2007
5/6/2007

7,678
8,163
5,878
5,432
6,283
5,808
6,503
6,144

51,891

$21,262.37
$20,690.44
$15,380.32
$14,316.33
$16,187.27
$14,937.l 1
$18,338.70
$18,354.94

$139,467.48

Sep-06
Oct-06

Nov-06
De c-06
Jan-07
Fe b-07
Ma r-07
Apr-07

$2.77
$2.53
$2.62
$2.64
$458
$2.57
$2.82
4499
$2.69

Non Wright Express Invoices:

Kingman Gaspard

10/5/2006
10/20/2006
1 1/5/2006

11/20/2006
12/5/2006

12/20/2006
1/5/2007

b .

5,306
4,578
4,730
5,079
4,055
6,373
4,364

$14,208.66
$11,687.15
$11,880.83
313,089.11
$I0,891,93
$17,250.81
$13,746.23

Sep-06
Sep-06
Oct-06
Oct~06

Nov-06
Nov-06
Dec-06

$2.68
$2.55
$2.51
$2.58
$2.69
$2.71
$3.15
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UNS Electric, Inc.
Fleet Fuel Expense - Invoices
September, 2006 Current

1/20/2007
2/5/2007

2/20/2007
3/5/2007

3/20/2007
4/5/2007

4/27/2007
5/5/2007

4,951
5,361
6,249
3,387
4,148
5,187
4,371
3,745

71,885

$10,489.23
$13,260.98
$16,235.41
$9,181 .32

$11,538.48
$14,657.28
$13,036.70
$11,460.83

$192,614.95

De c-06
Jan-07
Jan-07

Feb-07
Feb-07
Ma r-07
Ma r-07
Apr-07

$2.12
$2.47
$2.60
$2.71
$2.78
$ 2 8 3
$2.98
$3.06
$2.68

Parker Oil

2/28/2007
3/16/2007
3/31/2007
4/1/2007

4/16/2007
4/30/2007
5/16/2007

1,103
974
555

2,064
835

1,051
1,192
7,775

$2,789.54
$2,521 .62
$1,445.36
$6,030.15
$2,565.84
$3,250.72
$3,700.57

$22,303.80

Jan-07
Feb-07
Feb-07
Ma r-07
Ma r-07
Ma r-07
Apr-07

$2.53
$2.59
$2.60
$2822
$3.07
$3.09
$3.10

Te xa c o  Oil Com pa ny

9/6/2006
9/7/2006

9/11/2006
9/12/2006
9/13/2006

430
420
561
185
345

1,941

$1,364.23
$1,330.63
$1,672.00

$566.54
$1,084.39
$6,017.79

Sep-06
Sep-06
Sep-06
Sep-06
Sep-06

$3.17
$3.17
$2.98
$3.06
$3.14

Tota l Fue l
Cos t 133,491 $360,404 $2.70

The table was derived by pulling invoices from the vendors and summarizing.
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The  Company does  not rece ive  information from our fue l vendors
regarding oil re fine ry outages and the  possible  impact outages may
have  had on flee t fue l expense .

R E S P O NDE NT: Ma ria n Brya nt a nd Micha e l Da ra nyi

WITNESS :

b.

Dallas Dukes
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S TF 3.10l Injuries and Damages. State the amount of injuries and damages expense
for each of the last three years, and for the test year.

RESPONSE: The injuries and damages expense in FERC 925 is as follows:

January 2004 - December 2004
January 2005 - December 2005
July 2005 .. June 2006 (Test Year)
January 2006 - December 2006

$352,589
$356,992
$562,403
$500,440

RES P ONDENT: Janet Zaidenberg-Schrum

WITNE S S : Dallas Dukes



Expe nse  De scription Test Year 2004 2005 2006
Cla ims  P a id 58,231 47,737 25,994 81,058
Cla ims  Admin. Fe e 47,012 44,875 47,012 23,506
Quarterly Reserve Adj 63,252 41,686 (19,286) 20,275
Exce ss  WC P re y. 11,634 11,941 689 10,945
Alloca tions  to Ca pita l (1,548) (16,785) (10,241) (24,894)
WC Re funds (1,496) 0 0 (1 1 0 2 1 )

177,085

12,943
190,028

Tota l
Worke r's compensa tion
premium cha rged to TEP
Adjus te d Tota l

129,454 44,168

12,943
57,111

93,869
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S TF 11.16 Insurance  expense . Refer to the  response  to STF 3.102.

a . Expla in fully why the  Worke r's  Compensa tion Expense  in the  te s t
year of $177,086 is  so much higher than in 2004, 2005 and 2006.

Were  any la rge  or unusua l monthly amounts  recorded by UNS
Electric for Worke r's  Compensa tion in the  te s t yea r?  If so, please
identify and expla in each such amount.

c . Why a re  the  expense  amounts  for "Life , S TILT Disability and
ADD" ne ga tive  for 2005 a nd for 2006?  Expla in fully, P le a se
identify and expla in the  credit entries to these  accounts tha t
resulted in the  negative  expense  amounts in each year.

Why a re  the  expense  amounts  for "Life , S TILT Disability and
ADD" positive  for the  te s t yea r ending 6/30/06?

RES P ONS E : a. UNS  Electric is  se lf-funded for worke r's  compensa tion cla ims up
to $500k pe r cla im. Worke r's  compensa tion expense  consis ts  of
severa l items including: cla ims pa id, cla ims administra tion fee  pa id
to our third pa rty adminis tra tor, excess  worker's  compensa tion
premiums, quarte rly rese rve  adjustments , and worker's
compensa tion a lloca tions  out to capita l projects , The  qua rte rly
reserve  adjustment is  based upon a  S tandard Loss Report provided
by the  administra tor and designed to estimate  probable  future
payments  based on current information about known cla ims,

d.

b.

The above table  reflects higher cla ims and reserve  adjustments in
the  te s t yea r compared to 2004 and 2005. This  is  just a  timing
issue  of when cla ims come through, which then is  a  basis  for the
rese rve  adjustment. The  worke r's  compensa tion premium for 2005
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STF 3.102 Insurance Expense. Itemize each component of insurance expense
included in the test year, and provide comparative information for
calendar 2004, 2005 and 2006. Indicate the accounts and amounts in
which each item of insurance expense is recorded.

RESPONSE:
GL Account

56040

70520

Test Year

65,598

848, I98

2004

78,770

994,265

2005

64,630

771,405

2006

68,458

1,016,463

Description

Property

Medical, Dental, and Vision
Life, STILT Disability and
ADD

Officer's & Director 's

General Liability

Injuries and Damages

70530

78000

78010

78100
78040,
50250

4,1 as

120,072

203,528

(7,825)

13,647

22,032

169,605

(1 ,229)

(I ,376)

88,605

180,052

0

(4,425)

130,330

202,093

10, 164

W orker's Compensation 177,086 129,454 44,169 93,870

RES P ONDENT: Sandie Becker

WITNES S : Ka re n Kis s in g e r
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STFl1.15 Insurance  expense . Refer to the  response  to STF 3.102.

Expla in fully and in de ta il why Office rs  and Directors  insurance
has increased from $22,032 in 2004 to $88,605 in 2005 to
$130,330 in 2006.

P rovide  a  comple te  copy of the  Office rs  and Directors  insurance
policy invoice s  for 2004 through 2006.

a.

c . Have  the re  been any lawsuits  filed aga inst UNS  Electric or a ffilia te
company Office rs  and Directors  s ince  the  acquis ition of the  utility
ope ra tion firm Citize ns?  If so, ple a se  ide ntify a nd de scribe  a ll
such lawsuits .

Were  there  any changes in coverage  in Officers and Directors
insurance  from 2004 through 2006?  If so, please  identify and
describe  a ll such changes in coverages.

Were  the re  any changes in the  a lloca tions to UNS Electric of
Office rs  and Directors  insurance  from 2004 through 2006?  If so,
please  identify, quantify and describe  a ll such changes.

RES P ONS E : The  increase  in Office rs  and Directors  insurance  was due  to how
the expenses were a llocated and also due to changes in coverage.
P lease  see  STFI 1 .15 (a , d & e) on the  enclosed CD for deta ils.
The  Exce l file  on the  enclosed CD is not identified by Ba te s

b. Please  see  STF I1.15 (b), Ba tes  Nos. UNSE(0783)09352 to
UNSE(0783)09364, on the  enclosed CD for scanned invoices .

c. There  have  been no lawsuits  filed aga inst UNS Electric's  Office rs
and Directors  s ince  die  acquis ition of the  utility ope ra tion from
Citize ns .

Pleas e s ee STF 11.15 (a, d  & e) on  the enclos ed CD. This
schedule shows how the  invoices in response  STF 11/15 b. a re
a lloca ted.

b.

d.

e.

a.

d.

The above  mentioned schedule  reflects the  coverage  limits by
policy. The  basic policies  have  remained substantia lly the  same
over the  years. Various policy endorsements have  been added or
removed as requested by e ither the  insurers or the  insured. The
named insured is  UniSource  Energy Corpora tion, a lthough the
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was inadve rtently cha rged to TEP . The  inconsis tency in the
worker's  compensa tion a lloca tions  out to capita l projects  in the  te s t
year is  a  result of migra ting to the  Oracle  System in June  2005.
During the  migra tion to the  new sys tem, the  worke r's
compensa tion a lloca tion ra tes  for UNS Electric were  not ente red
and there fore , no a lloca tion was made  to capita l projects  from June
2005 through May 2006.

b.

c.

No .

In 2005 and 2006, the re  were  a  few payments  inadvertently
charged to TEP and UNS Gas when they should have  been charged
to UNS Electric, there fore , the  employee  deductions exceeded the
amount cha rged to the  account. In addition, the re  a re  timing
diffe rences in the  payments . P remium payments  to vendors a re
debits  (expense) to the  accounts, while  employee  deductions
(withholds) a re  credits  to the  accounts .

d. The  e xpe nse  a mounts  for "Life , S TILT Disa bility a nd ADD" a re
positive  for the  test year ending 6/30/06 because  the  amounts pa id
to the  vendors for the  various policies exceeded the  amounts
withhe ld from the  e mploye e s ' pa yche cks . The  Compa ny would
expect to see  a  minima l expense  in the  "Life , S TILT Disability and
ADD" expense  account for the  following rea sons:

Life -Union: The  Compa ny pa ys  for the  ba s ic (1 time s
amlual sa la ry).

Life -Non Union: The  Compa ny pa ys  for 1.5 time s  the
annual sa lary.

LTD-Union: Employe e  re ce ive s  e nough cre dit to pa y for
50% up to pk pe r month pre  and post tax. They may
choose  to buy up to 66 2/3% a t the ir expense .

4.

3.

2.

5.

1.

LTD-Non Union: Employe e  re ce ive s  e nough cre dit to pa y
for 50% up to pk pe r month pre  and post tax. They may
choose  to buy up to 66 2/3% a t the ir expense .

ADD-Non Union only: Compa ny pa ys  for $20,000, no
cost to employee .
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7.

Bus ines s  Trave l Accident Ins urance -Non Union: Company
pays  for $250,000, no cos t to employee .

Bus ines s  Trave l Accident Ins urance -Union: Company pays
for 5 times  the  annual sa la ry, no cos t to employee .

R E S P ONDE NT' Sandie  Becker

WITNESS : Ka re n Kis s inge r

6.
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coverage  extends to a ll Directors  and Office rs  of any owned
subs idia ry.

Yes, the re  were  changes in a lloca tions  to UNS Electric of Office rs
and Directors  insurance  from 2004 through 2006. P lease  see
STFI1.15 (a , d & e ) on the  enclosed CD for the  changes.

R E S P O NDE NT: Sandie  Becker

WITNESS : Ka re n Kiss inge r

e.
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S TF 3 .83 Employee  Bene fits ,

a .

b.

f.
g.

h,

Lis t and describe  a ll re tirement and incentive  programs ava ilable  to
Company office rs  and employees  and to a ffilia te  office rs  and
employees whose  cost is  cha rged to UNS Electric.

S pecifica lly identify the  cos t of any S ERP  or s imila r programs
directly charged or a lloca ted.
S ta te  the  cost by program, of each re tirement program directly
charged or a lloca ted.
P rovide  the  PEP  financia l pe rformance  goa ls  for 2005, 2006 and
2007.
For each PEP goal, for each year, show the  actua l results  and how
it compared with the  ta rge t.
P rovide  the  PEP  in e ffect in each year, 2005, 2006 and 2007.
S how in de ta il how any specia l recognition awards  recorded in the
test year were  determined.
P rovide  the  amounts  of Office r's  Long-te rm Incentive
compensa tion in tota l and charged to UNS Electric during the  te s t
yea r. Include  supporting ca lcula tions .

S UP P LE ME NTAL
RES P ONS E: UniS ource  Ene rgy S e rvice s  ("UES ") is  a  subs idia ry of UniS ource  Ene rgy

Colora tion a nd the  pa re nt Compa ny of UNS  Ele ctric.

Incentive s
UNS  Electric non-union employees  pa rticipa te  in UES  '
P e rformance  Enhancement P rogram ("P EP "). The  s tructure
de te rmines  e ligibility for ce rta in bonus leve ls  by measuring UES '
performance in three areas :

financia l performance ,
opera tiona l cost conta inment, and
core  business and customer service  goals.

Levels of achievement in each area  are  assigned percentage-based
"s core s ". Those  scores a re  combined to ca lcula te  the  fina l payout
leve l. The  amount made  ava ilable  for bonuses through this  formula
may range  from 15% to 150 % of the  ta rge ted payment leve l.

e.

d.

c.

a.

The  financia l pe rformance  and opera tiona l cost conta inment
components each make  up 30% of the  bonus structure , while  the
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core business and customer service goals account for the remaining

40 %.

The scores from each goal are totaled and then multiplied by the
targeted bonus of each employee to determine the total available
dollars to be paid out. Targeted bonus percentages as a percent of
base salary range from 3% - 14% for regular non-union employees,
and 25% 80% for Managers and Officers, Bonus percentages as
a percent of base salary are used in the calculation of total
available dollars, and actual awards may vary at management's
discretion based on individual employee contribution. If a payout
is achieved, employee PEP bonuses will be distributed near the end
of the first quarter the following year.

Retirement P rograms
UNS Electric employees  a re  e ligible  to pa rticipa te  in the  UES
Pens ion P lan. For a  description of this  plan, please  see  STF 3.82
(Fina l UES  P ens ion S P D vi 6-28-2004), on the  enclos ed CD!
Additiona lly, UNS  Electric employees  a re  e ligible  to pa rticipa te  in
the  Tucs on Electric P ower Company ("TEP ") 40l(k) P lan a s
des cribed be low:

TEP  40l(K} P la n
TEP's  401(k) P lan takes  advantage of Section 401 (k) of the
Interna l Revenue  Code  and permits  employees  to voluntarily save
from l/2% to 50% of the ir pay, be fore  any deduction for s ta te  or
federa l income taxes . The  Company matches  50 cents  on the
dolla r, up to the  firs t 6% of pay s aved, in the  401(k) P lan for UNS
Electric employees .

Employees ' s avings  and Company matching contributions  a re
inves ted in one  or any combina tion of a  s e lection of profes s iona lly
managed inves tment funds  a t the  direction of the  employee .
Employees  a re  e ligible  to join the  401(k) P lan upon the ir da te  of
employment. Company ma tching contributions  a re  fully and
immedia te ly ves ted.

i This attachment is go; identified by Bates numbers. UNS Electric will provide this same attachment, with Bates
numbers, shortly.
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TEP Sa la ried Employees Re tirement P lan ("Sa la ried P lan")
(This  description is  included because  some cost is  a lloca ted back to
UES  for office r pa rticipa tion.)

The Salaried P lan provides an annual income based on the
following formula :

1.6% times Final Average Pay
times
Years of Service (up to 25 years)

Fina l average  pay is  the  average  of basic monthly earnings, on the
firs t of the  month following the  employee 's  birthday, during the
five  consecutive  plan yea rs  in which basic monthly ea rnings were
the  highest, within the  last 15 plan years  be fore  re tirement.

Years of service  a re  based on the  employee 's  years and months of
employment with TEP  or a  pa rticipa ting a ffilia ted corpora tion.
The  employee  is  vested in his  or her re tirement benefit a fte r five
years of service .

The  maximum benefit ava ilable  under the  plan is  an annua l income
of 40% of fina l average  pay. P lan compensa tion for purposes of
de te rmining fina l ave rage  pay is  limited to IRS  compensa tion
limits  (Code  S e ction)40l(a )(l7). In a ddition, contributions  to the
UniS ource  Ene rgy Corpora tion Management and Directors
Defe rred Compensa tion P lan ("Defe rred Compensa tion P lan") a re
not considered e ligible  compensa tion under the  Sa la ried P lan.

TEP Excess  Benefit P lan ("Excess  P lan")
(This  description is  included because  some cost is  a lloca ted back to
UES  for office r pa rticipa tion.)

The  Excess P lan provides benefits  to office rs  and other highly
compensa ted employees in addition to the  benefits  payable  under
the  Salaried Plan.

Compensation used to determine final average pay under the
Salaried Plan is limited by annual IRS compensation limits (Code
Section)401(a)(l7)), and is further reduced by any contributions to
the Deferred Compensation Plan.
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The  Excess P lan re tirement benefit is  ca lcula ted using the  Sa la ried
P lan formula  without rega rd to the  IRS  limits  on compensa tion,
volunta ry sa la ry reductions to the  Defe rred Compensa tion P lan,
and the  annual incentive  bonus is  added to the  earnings ra te .
The  re tirement benefit payable  from the  Excess  P lan will be
reduced by the  benefit payable  from the  Sa la ried P lan.

UniS oprce  Ene rgy Corpora tion Management and Directors
Defe rred Compensa tion P lan ("Defe rred Compensa tion P lan")

The  Defe rred Compensa tion P lan a llows pa rticipants  (Directors ,
Office rs  and Managers) the  opportunity to accumula te  tax-defe rred
capita l by a llowing them to de fe r a  portion of the ir pay on a  pre -tax
basis .

Sa la ry and Bonus Defe rra l
A participant may e lect to defe r a  percentage  of the ir sa la ry or
bonus  up to l00%. The  minimum sa la ry de fe rra l a mount is
$3,500. P ay de fe rred unde r the  plan is  not included in W-2
earnings. There fore , de fe rra ls  a re  not subject to federa l or s ta te
income taxes  a t the  time  of de fe rra l. However, de fe rred pay is
subject to FICA and Medica re  taxes in the  yea r of de fe rra l.

401(k) Excess  Company Match
Limits  on contributions  to the  TEP  401(k) P lan may keep highly
compensa ted employees  from rece iving the  full dolla r-for-dolla r
Company ma tch. If employees  maximize  the ir 401(k) de fe rra l
opportunity ($l5,000 in 2006), the  Compa ny will contribute  a n
amount to the  Deferred Compensa tion P lan equa l to the  additiona l
matching contribution tha t they would have  rece ived under the
401(k) P lan if the ir compensa tion in excess  of the  lega l limita tion
($220,000 in 2006) had been taken into account.

Rece iving Account Ba lance
Full a ccount ba lance  will be  dis tributed following re tirement or
te rmina tion. In the  event of insolvency, plan pa rticipants  will be
genera l, unsecured creditors  of the  Company.
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SERP Expense  charged to UNS Electric during the  tes t year was
$83,506.

Retirement P lan Expense  (other than SERP) charged to UNS
Electric during the  te s t yea r was  as  follows :

UES Pens ion Plan
UES  401K P lan
TEP Pens ion/401K
UNS Gas  Pens ioW401K
Deferred Comp P lan
Tota l

$230,361
$ 73,112
$234,796
SB 2,190
S 9,035
$549,494

Please  see  STF 3.83 (d - PEP 2005) on the  enclosed CD for 2005
PEP goa ls . The  Exce l file , STF 3.83 (d -. PEP  2005), is not
identified by Bates  numbers . P lease  see  STF 3.83 (d - PEP 2006)
and STF 3.83 (d -.- PEP 2007), Bates  Nos . UNSE(0783)0826l to
UNSE(0783)08266 , on the  enclosed CD, for 2006 and 2007 PEP
goa ls  for UNS Electric. STF 3.83 (d - PEP  2005), STF 3.83 (d -.-
PEP 2006), and STF 3.83 (d -.- PEP 2007) conta in confidentia l
information and a re  be ing provided pursuant to the  te rms  of the
Protective  Agreement.

In 2005, the  primary financia l goa l of PEP  was  not met, the re fore ,
no PEP was  awarded in 2005. P lease  see  STF 3.83 (d - PEP 2005)
for 2005 results . See  STF 3.83 (e  - PEP 2006 Fina l Results ), Bates
Nos . UNSE(0783)08267 to UNSE(0783)08268, on the  enclosed
CD, for the  PEP 2006 program and for the  2006 results . STF 3.83
(d - PEP 2005) and STF3.83 (e  - PEP 2006 Fina l Results ) conta in
confidentia l information and a re  be ing provided pursuant to the
terms  of the  Protective  Agreement.

b.

c.

d.

e.

In 2004, UES ' PEP goa ls  were  separa te  from those  of TEP. PEP
had two primary goa ls : a  financia l goa l s pecific to UES  (UNS  Gas
and UNS Electric combined) and a  se t of goals  measuring UNS
Electric expense  management, cus tomer service , sys tem re liability,
and s a fe ty. Each of the  two primary goa ls  was  we ighted equa lly;
howeve r, P EP  only pa id if the  primary financia l goa l was  me t. The
primary UES  financia l goa l was  me t in 2004.
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In 2005, PEP  had a  s tructure  s imila r to 2004, with two primary
goa ls . However, the  primary financia l goa l was  now a  combined
financia l meas ure  for UNS Electric, UNS Gas  and TEP . The
second primary goa l measured UNS Electric financia l
performance , cus tomer and re liability goa ls , integra tion goa ls , and
safe ty a rid employee  goa ls . S imila r to the  prior year, each of the
two primary goa ls  was  we ighted equa lly and PEP  only pa id if the
primary financia l goa l was  met. As  s ta ted in response  STF 3.83(e )
above , the  2005 primary financia l goa l was  not met.

In 2006, the  PEP s tructure  was  changed to the  program that exis ts
today. It cons is ts  of three  independent primary goa ls , and each of
the  primary goa ls  has  its  own trigger, meaning tha t if one  of the
primary goa ls  is  not met, the re  is  s till an opportunity to achieve  the
two rema ining primary goa ls . The  three  primary goa ls  a re
comprised of a  UniSource  Energy Corpora tion Earnings  per Share
goal (weighted 30%), a  Cos t Conta inment goa l which manages
Opera tions  and Maintenance  spending (weighted 30%), and Core
Bus ines s  and Cus tomer Service  goa ls  (weighted 40%). The  Core
Business  and Customer Service goals  have many sub-goals
benea th them, measuring re liability, cus tomer se rvice , project
comple tion, regula tory and sa fe ty.

g. Specia l recognition awards  were  not recorded in the  tes t year.

h . P lease  see  STF 3.83 (h) on the  enclosed CD for amounts  of
Office r's  Long-te rm Incentive  compensa tion in tota l and charged
to UNS Electric during the  te s t yea r. Supporting ca lcula tions  a re
include d in this  file . S TF 3.83 (h) is not identified by Ba te s
numbers , conta ins  confidentia l information and is  be ing provided
pursuant to the  te rms  of the  Protective  Agreement.

RES P ONDENT: a. S teve Bracamonte
b. c. a nd h. Amy Te lle r

WITNE S S :
b., c., and h. -- Karen Kiss inger



ATTACHMENTS D, E AND F To
THE C()MPANY'S RESPQNSE T()
STAFF DATA REQUEST STF 3.83

C()NTAIN INF()RMATI()N
DESIGNATED AS

"CONFIDENTIAL" BY THE
COMPANY AND HAS BEEN

REDACTED FROM THIS
DOCUMENT,

ATTACHMENT RCS-5. THE
CQNFIDENTIAL PAGES (35-49)

ARE PRQVIDED UNDER SEAL IN
A SEPARATE DOCUMENT.



UNS  GAS , INC.'S  S UP P LEMENTAL RES P ONS ER
STAFF'S ELEVENTH SET OF DATA REQUEST

DOCKET NO. G-04204A-06-0463
J anuary 18, 2007

Attachment RCS-5
page 50 of 82

S TF 11.5 Incentive  Compensa tion. Refer to the  response  to

a . Show in de ta il the  2004 and 2005 PEP finance .. r'~--~~
and the  actua l results .

b. S how in de ta il how the  S pe cia l Re cognition Awa rd in 2005 wa s
de te rmined.

c. P rovide  the  P EP  in e ffect during each yea r, 2004, 2005 and 2006.

RESPONSE: Please see STF l1.5(a), Bates Nos. UNSG(0463)0583I to
UNSG(0463)05832, on the enclosed CD for the 2004 and 2005
UNS Gas, Inc. ("UNS Gas") portion of PEP which includes
financia l performance goals and actual results . STF ll.5(a)
contains confidential information and is being provided pursuant to
the temps of the Protective Agreement.

UNS  Gas  is  in the  process  of ga the ring this  informa tion and will
provide  it shortly.

UNS  Gas  is  in the  process  of ga the ring this  informa tion and will
provide  it shortly.

S UP P LEMENTAL
RESPONSE : UNS Gas' response to STF 11.5 (a) was provided to Staff on

January 9, 2007.

b.

c .

b.

a.

a.

As previously s ta ted, the  financia l pe rformance  goa l, which was a
trigge r under the  PEP  program for UNS Electric, UNS Gas and
Tucson Ele ctric P owe r Compa ny ("TEP "), wa s  not me t. The
financia l performance  was not met, in part, because  of unplanned
outages a t the  coa l genera ting units  which required TEP  to
purchase  power on the  open marke t. In discuss ions  with the  Boa rd
of Directors, the  desire  was to recognize  employee  achievements
dis tinct from financia l measures . The  Board deemed it appropria te
to implement a  S pecia l Recognition Award to employees  for
achievements  in 2005. Norma lly, P EP  is  pa id a t 50% to 150% of
ta rge t, the  Specia l Recognition Award was pa id a t approximate ly
42% of the  ta rge t for each of the  three  opera ting companies.

.\<>

4 ,lf
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In 2004, the UniSource Energy Services, Inc. ("UES") PEP goal
was separate  from that of TEP. It had two primary goals; a
financial goal specific to UES (UNS Gas and UNS Electric
combined) and a set of goals measuring UNS Gas expense
management, customer service, system reliability, and safety.
Each of the two primary goals was weighted equally, however,
PEP only paid if the  primary financia l goal was met. The primary
UES financial goal was met in 2004.

In 2005, P EP  had a  s imila r s tructure  a s  2004 with two primary
goa ls . Howe ve r, the  prima ry fina ncia l goa l wa s  now a  combine d
fina ncia l me a sure  for UNS  Ele ctric, UNS  Ga s  a nd TEP . The
second primary goa l measured UNS Gas financia l pe rformance ,
customer and re liability goa ls , integra tion goa ls , and sa fe ty and
employee  goa ls . S imila r to the  prior yea r, e ach of the  two primary
goa ls  was  we ighted equa lly and P EP  only pa id if the  primary
financia l goa l was me t. As s ta ted in re sponse  to STF 11.5 b, the
2005 primary financia l goa l was  not me t.

In 2006, the  PEP  structure  was changed to the  exis ting program
today. It consis ts  of three  independent primary goa ls , and each of
the  primary goa ls  has  its  own trigge r, meaning tha t if one  of the
primary goa ls  is  not me t, the re  is  opportunity to s till achieve  on the
two rema ining primary goa ls . The  three  primary goa ls  a re
comprised of a  UniSource  Energy Corpora tion Earnings pe r Share
goa l (we ighted 30%), a  Cost Conta inment goa l which manages
Opera tions and Maintenance  spending (we ighted 30%), and Core
Business  and Customer S e rvice  goa ls  (we ighted 40%). The  Core
Business and Customer Service  goals have  many sub-goals
benea th them, measuring re liability, customer se rvice , project
comple tion, regula tory and sa fe ty.

R E S P O NDE NT: Micha e l Da ra nyi

WITNES S :

c.

Da lla s  Duke s
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UNS  ELECTRIC, INC. 'S  RES P O NS ES  TO
S TAFF 'S  TENTH S ET OF DATA REQUES TS

DOCKET n o .  E-04204A-06-0783
J une  11, 2007

S TF 10.1] P lease  list by amount and account a ll stock based compensation expense
cha rged to UNS  Electric during the  te s t yea r, including but not limited to
executive  s tock options, the  2006 Omnibus S tock and Incentive  P lan,
performance  share  awards, accrua ls  made  pursuant to SFAS 123R and any
other stock based compensa tion awards tha t resulted in costs  be ing
charged to UNS Electric during the  te s t yea r.

Also, provide  a  description of each dis tinct s tock based
compensa tion program tha t resulted in charges to UNS Electric
during the  te st yea r.

RES P O NS E: S tock ba se d compe nsa tion e xpe nse  cha rge d to UNS  Ele ctric during the
tes t yea r is  a s  follows:

S tock Option Expense

FERC 923 s 62,904

FERC 923

Performance  Share  Expense

S  19,969

Dire ctor S tock Awa rd Expe nse

FERC 930 $ 45,895

Dividend Equivalents on Stock Options & Stock Units

FERC 920
FERC 923
FERC 930
Total

a.

$ 186
$33,623
s (795)
$33,014
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UNS ELECTRIC, INC.'S RESPONSES TO
STAFF'S TENTH SET OF DATA REQUESTS

DOCKET NO. E-04204A-06-~783
June ll, 2007

During the test year, Performance Shares and Nonqualified Stock
Options were used in the compensation program. Please see STF
10.1 l, Bates Nos. UNSE(0783)08874 to UNSE(0783)08898, on
the enclosed CD for a detailed description of each distinct stock
based compensation program that resulted in charges to UNS
Electric during the test year.

RESPONDENT: Amy Teller t
Human Resources (a)

WITNESS : Karen Kissinger
Dallas Dukes (a)

a.
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UNS ELECTRIC, INC.'S  RES P ONS ES  TO
S TAFF'S  THIRD S ET OF DATA REQUES TS

DOCKET NO. E-04204A-06-0783
May 17, 2007

STF 3.72 Dues, Industry Associations. Are any amounts included in the test year
for payments to industry associations other than those required as
membership dues? If so, list the amounts and the accounts in which such
contributions are recorded. For each such contribution, also state its
purpose and describe how the Company perceives such expense to benefit
ratepayers.

RESPONSE: Please  see  STF 3.72, Bates Nos. UNSE(0783)05154 to UNSE(0783)5 I 55,
on the  enclosed CD for payments  to industry associa tions other than those
required a s  membership dues . For additiona l in fonna tion supporting the
Edison Electric Ins titute  ("EEl") membership payment please  see  the
response  to STF 3.73.

RESPONDENT : Mina Brings

W ITNE S S : Dallas Dukes
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UNS  ELECTRIC, INC.'S  RES P ONS E TO
MR. MAGRUDER'S  S ECOND S ET OF DATA REQUES TS

DOCKET n o . E-04204A-06~0783
J une  19, 2007

MM DR 2 .27 USNE response to STF DR 3.55, excel spreadsheet for FERC account
930. 1 , on line  3, conta ins  an invoice  and payment to the  Arizona Mexico
Commiss ion of $1750.00 for sponsorship. Could you please  expla in this
expense  in te rms  of the  benefits  for UNSE cus tomers?

RES P ONS E: The  $1 ,750 for the  Arizona-Mexico Commiss ion should have  been
removed from expenses  included in the  revenue  requirement. This  invoice
was  overlooked in e rror and will be  adjus ted out of tes t year expense .

RE S P ONDE NT: Edmond Beck

WITNE S S : Edmond Beck
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UNS  ELECTRIC, INC_8S  S UP P LEMENTAL RES P O NS E TO
S TAFF 'S  THIRD S ET OF  DATA REQUES TS

DOCKET n o , E-04204A-06_0783
May 217 2007

S TF 3.55 Advertis ing Expense . For each of the  advertis ing expense  amounts
remaining in the  test year, please  provide  an itemiza tion of the  amount by
advertising campaign/advertisement and provide  a  copy of the  associa ted
advertisement or ad script.

RES P O NS E: UNS  Electric objects  to the  use  of the  word "adve rtis ing" a s  it is  vague
and ambiguous. Examples  of communica tions  be tween the  Company, its
customers , and the  public a re  lis ted be low,

P lease  see  STD 3,55 (FERC Account 930.1 Transaction Deta il), provided
on the  enclosed CD, for an itemized lis t of advertis ing expenses incurred
in the  te s t ye a r. The  Exce l file  is not identified by Ba tes  numbers .

0 S TF 3.55 (Be rna rd Hades) - S ee  file  for the  UNS  Electric open
position ads published in newspapers .

S TF 3.55 (Budge t Billing) - S e e  file s  for the  a rt work for bill inse rts
and/or brochures  dis tributed in the  UNS  Electric se rvice  te rritory,
informing consumers  about the  Budge t Billing program.

S TE 3.55 (Ene rgy Efficiency) - S ee  file s  for a rt work for ads , bill
inse rts  and/or brochures  dis tributed, and script for radio spots  a ired in
the  UNS  Electric se rvice  te rritory, providing informa tion to consumers
on ways they can reduce  the ir e lectric bills .

STF 3.55 (Electrica l Sa fe ty) - See  for a rt work for ads , bill inse rts
and/or brochures dis tributed, a rid script for radio spots  a ired in the
UNS  Electric se rvice  te rritory, providing sa fe ty informa tion to
consumers about e lectricity.

S TF 3.55 (Low-Income) - S ee  tile s  for an work for ads , bill inse rts
and/or brochures dis tributed, and script for radio spots  a ired in the
UNS  Electric se rvice  te rritory, providing infonna tion to consumers  on
ways they can rece ive  he lp with paying the ir e lectricity bills .

S TF 3.55 (Misce llaneous Communica tions) - S ee  file s  for a rt work for
ads, bill inse rts  and/or brochures dis tributed in the  UNS e lectric
se rvice  te rritory.

STP 3.55 (Ad Campaigns) - See  the  Excel worksheet tabs for each
Advertis ing Campaign. Each ca tegory provides the  consumer
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UNS  ELECTRIC, INC.'S  S UP P LEMENTAL RES P ONS E TO
S TAFF'S  THIRD S ET OF DATA REQUES TS

DOCKET NO. E-04204A-06-0783
May 21, 2007

communication methods  used. The Excel tile  on the enclosed CD is
not identified by Bates  numbers

Due to the volume of attaclmnents , UNS Electric is  continuing to Bates
Number and organize each of these documents  and will provide all
communications  shortly.

RES P ONDENT: Kimberly Mayhew

WITNES S : Dallas Dukes

SUPPLEMENTAL
RESPONSE :

UNS Electric objects  to the use of the word "advertis ing" as  it is  vague
and ambiguous . Examples  of communications  between the Company, its
customers , and the public are lis ted below.

Please see STF 3.55 (FERC Account 930.1 Transaction Detail), provided
on the enclosed CD, for an itemized list of advertising expenses incurred
in the test year. The Excel tile is not identified by Bates numbers.

STF 3.55 (Bernard Hades) - See file  for the  UNS Electric open
position ads published in newspapers . See Bates  Nos.
UNSE(0783)08134 to UNSE(0783)08207.

STP 3.55 (Budget Billing) - See  files  for the  aN work for bill infeNs
and/or brochures  dis tributed in the UNS Electric service territory,
informing consumers  about the Budget Billing program. See Bates
Nos . UNSE(0783)08208 to UNSE(0783)08209.

STP 3.55 (Electrical Safety) - See for aN work for ads , bill inserts
and/or brochures  dis tributed, and script for radio spots  aired in the
UNS Electric service  te rritory, providing safe ty information to
consumers  about electricity. See Bates  Nos . UNSE(0783)08210 to
UNSE(0783)08215.

STF 3.55 (Energy Efficiency) - See files for art work for ads, bill
inserts and/or brochures distributed, and script for radio spots aired in
the UNS Electric service territory, providing information to consumers
on ways they can reduce their electric bills. See Bates Nos.
UNSE(0783)08216 to UNSE(0783)08236.
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UNS  ELECTRIC, 1nc,'s  S UP P LEMENTAL RES P ONS E TO
S TAFF'S  THIRD S ET OF DATA REQUES TS

DGCKET NO. E-04204A-06-0783
May 2] , 2007

STF 3.55 (Low-Income) - See files for art work for ads, bill inserts
and/or brochures distributed, and script for radio spots aired in the
UNS Electric service  territory, providing information to consumers on
ways they can receive help with paying their e lectricity bills . See
Bates Nos. UNSE(0783)08237 to UNSE(0783)08246.

STF 3.55 (Miscellaneous Communications) - See files for aN work for
ads, bill inserts and/or brochures distributed in the UNS electric
service ten'itory. See Bates Nos, UNSE(0783)08247 to
UNSE(0783)08256.

STP 3.55 (Ad Campaigns) - See the Excel worksheet tabs for each
Advertising Campaign. Each category provides the consumer
communication methods used. The Excel file  on the enclosed CD is
not identified by Bates numbers.

RES P ONDENT' Kimbe rly Ma yhe w

WITNES S : Dallas Dukes
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UNS ELECTRIC, INC.'S RESPONSES TO
STAFF'S THIRD SET OF DATA REQUESTS

DOCKET NO. E-0}2(}4A_06.(}783
May 17, 2007

S TF 3.39 Refer to Attachment REW-2, Schedule E. Explain fully why, for accounts
392.xx, Transportation Equipment, Dr. White proposed a l 0.0% positive
net salvage for each Transportation Equipment account for the similar
equipment at UNS Gas (see Attachment REW-2, Statements A and E in
the UNS Gas case) versus no positive net salvage for the Transportation
Equipment accounts for UNS Electric.

Provide all data and analysis Dr. White relied upon for his l 0'/0
positive net salvage recommendation for Transportation
Equipment at UNS Gas and zero percent for Transportation
Equipment at UNS Electric.
Please provide a complete detailed listing of the Transportation
Equipment in each sub-account to Account 392 at UNS Gas and,
separately at UNS Electric.
Please explain fully and in detail how the Transportation
Equipment at UNS Gas and at UNS Electric is so different as to
have a different net salvage recommendation.
Did Dr. White review any retirement history for Transportation
Equipment at UNS Electric and/or under the previous ownership of
the utility? If so, please provide the complete retirement history of
Transportation Equipment at UNS Electric and under the previous
ownership that Dr. White reviewed _
Does UNS Electric have any retirement history for Transportation
Equipment at UNS Electric and/or under the previous ownership of
the utility? If so, please provide the complete retirement history of
Transportation Equipment at UNS Electric and under the previous
ownership that UNS and its affiliates have.
For each sub-account of Transportation Equipment at UNS Gas
and UNS Electric, please provide a detailed listing of all
equipment in each such account at 12/31/06,

RES P ONS E : Foster Associates inadvertently failed to include a 10 percent net salvage
rate for UNS Electric transportation equipment. The impact of this
oversight would be a further reduction in 2006 annualized accruals of
$143,297. It is the opinion of Foster Associates that the magnitude of the
additional reduction does not warrant a refiling of the depreciation study.

RES P ONDENT: Dr. Rona ld E. White

WITNESS :

d.

e.

c .

b.

f.

a.

Dr. Rona ld E. White
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UNS ELECTRIC, INC.'s  RESPONSES TO
STAFF'S  ELEVENTH SET OF DATA REQUESTS

DOCKET no. E-04204A-06-0783
J une 14, 2007

STF 11.8 Re fe r to  the  re s pons e  to  S TF 3 .39.

a . Please provide the detailed recalculation of the corrected
depreciation rate for Transportation Equipment.

Please provide the detailed calculations and workpapers for the
$143,297 reduction to the 2006 annualized accrual to reflect a 10
percent net salvage rate for UNS Electric transportation equipment.

RESPONSE : Please  see  STF 11.8, Bates Nos. UNSE(0783)08910 to
UNS E(0783)08919, on the  enclosed CD for the  de ta iled
reca lcula tion of the  corrected deprecia tion ra te  to Transporta tion
Equipme nt.

P lease  see  the  ca lcula tion for the  $143,297 reduction be low:

14,385,991 .- 14,529,288 = (143,297)

RES P ONDENT' Dr. Rona ld White

W ITNE S S :

b.

b.

Dr. Rona ld White

a.
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UNS ELECTRIC, INC.
Comparison of Present and Proposed Accrual Rates

Present: BG Procedure / RL Technique
proposed: BGProcedure I RL Technique

Statement A

B c D E F G H
A

38.00 2.92%
2.92%

30.16
,

558%
5.66%

3.13%
5.13%

38.00
38.20
38.20
31.00

413%
20.00%
4.25%

3,79%

»- 25 Year Amortization -»
e- 15 Year Amortization ->
»- 23 Year Amortization -»
- 5 Year Amortization ->

. 61,05% 3.06%

10.88 42.49% 3.09%

38.00
38.20
37.00
22.60
39.50
31 .of

1.38%
2.42%
2.34%
0.57%
2.20%
1.87%
2.60%

29.50
32.63
25.17
3B,15
29,39
33.34

`2U73'

39.14%
18.12%
34.01%
1567%
31.13%
12,06%
29,5194

2.06%
2.51%
2.52%
2.33%
2.34%
2.84%
2.45%

19.70
23.00
12.40
15.90
30.10
44.90

-10.0% -10.0%

35,6956
50.36%
31 ,60%
20.07%
53.37%
38.63%
29. 18%
39.25%

2.02%
3.11 %
3.15%
5.02%
4.47%
2.66%
2.01 %
3.4194

3.77%
2.92%
4.08%
5.77%
2.71 %
2.01 %
3.68%

31,35
12.75
21.72
15.92
12.68
23,85
35.18

_ -2.9%

-10.0%
-10.0%

-10.0%
-10.0%
-5.0%

I3381°° -5.0% -5.0%

23.60
15.30
18.90
18.40
21.50
14.30
14.20
18.30
18.30
28.20
17.40

-5.0%

3.20%
4.82%
4.23%
4.36%
4.28%
5.36%
4.93%
4.23%
4.23%
3.25%
4.55%
4.56%

z1.71
25.54
11.54
14.83
15.16
18.66
14.20
13.46
14.43
16.26
24.14
16.84

.

-5.0%

-5.0%

43.85%
24.48%
52.96%
48.82%
47.58%
34.45%
37.83%
42.84%
45.79%
39,13%
30.09%
32.89%
44.90%

2.03%
2 9 6 %
4.08%
4_13%
4.12%
3.78%
4.39%
4.B2%
3.76%
3.74%
3.10%
4.03%
4.15%

27.80 2.64%
10.0%
10.0%
10.0%
10.0%
10.0%

INTANGIBLE PLANT
Depreciable

303.WP Misc. Intangible - WAPA Switchboard
Total Depreciable

Amortizable
302.00 Franchises and Consents
303,00 Miscellaneous Intangible Plant
s0s,wc Misc. intangible - WAPA Fiber Optic
303.PC Misc.lntangible Plant - PC Software

Total Amortizable

Total Intangible Plant

OTHER PRODUCTION PLANT
341 .00 Structures and improvements
342.00 Fuel Holders. Producers and Accessories
343.00 Prime movers
344.00 Generators
345.00 Accessory Electric Equipment
346.00 Miscellaneous Power Plant Equipment

Total Other Production Plant

TRANSMISSION PLANT
350.RW Rights of way
352.00 Structures and improvements
353.00 Station Equipment
354.00 Towers and Fixtures
355.00 Poles and Fixtures
356.00 Overhead Conductors and Devices
359.00 Roads and Trails

Total Transmission Plant

DISTRIBUTION PLANT
360.RW Rights of Way
361.00 Structures and improvements
362.00 Station Equipment
364.00 Poles. Towers and Fixtures

I365.00 Overhead Conductors and Devices
366.00 Underground Conduit

Underground Conductors and Devices
. 00 Line Transformers

~/369.0H Sewioes - Overhead
369.UG Services - Underground
370.00 Meters
373.00 Street Lighting and Signal Systems

Total Distribution Plant

GENERAL PLANT
Depneelable

390.00 Structures and improvements
392.01 Transportation Equipment - Class 1
392.02 Transportation Equipment - Class 2
392.03 Transportation Equipment - Class 3
392.04 Transportation Equipment - Class 4
392.05 Transportation Equipment - Class 5
396.00 Power Operated Equipment

Total Depreciable
8.80

2.89%
25.00%
25.00%
25.00%
12.50%
12.50%
3.33%

'I2.12%

29.03
4.00
3.02
3.28
1.63
6.58
5.16
. 6.9%

23.22%
44.07%
43.82%
28.71%
70.49%
15.71%
64.53%
49.82%

15.29%
18.69%
11 .97%
11.29%

158892

a/5/2007

UNSE(0783)08910
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UNS ELECTRIC, INC.
Comparison of Present and Proposed Aoaual Rates

Present: BG Procedure I RL Technique
Proposed: BG Procedure I RL Technique

Statement A

e c D E F G H
A

1760

28.10
23.80
33.30
17.60
11.60

3.72%
20.00%

2.52%
3.02%
2.41%
4.13%
5.45%
5.16%

8.97%

3.55%

7.31%

4.14%

Amortl b e
391 .10 Office Furniture and Equipment
391 .20 Computer Equipment - pos
393.00 Stores Equipment
394.00 Tools, shop and Garage Equipment
395.00 Laboratory Equipment
39l/.CE Communication Equipment
398.00 Miscellaneous Equipment

T o m Amonizablo

Total General plant

TOTAL UTILITY 4.53%

»- 21 Year Amortization -»
- 5 Year Amortization -»
.- 33 Year Amortization -»
-- 29 Year Amortization -»
4- 40 Year Amortization -»
._ 23 Year Amortization -
. _ LB Year Amortization -»

. 41.95%

6.21 46.29%

14.29 43.58%

4 .7%

-4.7%

S/5/2007

UNSE(0783)08911
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UNS ELECTRIC, INC.
Comparison of Present and Proposed Awuals

Present: BG Procedure I RL Technique
Proposed: BG Procedure I RL Technique

Statement B

A a C D E=D-C

53,558,415
$3,558,415

$103,906
5163.966

$111,378
$111.378

$7,472
$7,472

$11,908
4,219,098
1,685,000
1,145,223

37,061,229

510.619,e44

69,591
229.045

$298,636

$402,542

$54
141,762
73,298

1,145
$216,259
$327,637

$54
141,762

2,707
(221909
($82,s7
(574,905)

$619,244
631,364

8,684,079
2,309,132
1,585,197

493,979
$14,422,995

$8,546
15,279

203,207
15,471
37,074

9,287
$288,814

$12,756
15,847

218,839
53,803
39,434
t3,041

$353,720

$4,210
568

15.632
38.332
2.360
a,e04

$64,906

$346,016
181,658

17,657,646
521 ,B25

12,285,169
11.245,657

183,860
542,431,841

7.226
515,603

21,290
708.854
304.757

3,696
$1,561,426

$6.990
5,961

556,216
26,196

549,147
299,134

a,see
$1,447,346

$5.990
(1,265)
40,613

4,906
(159,707)

(5,623)

(51141586)

INTANGIBLE PLANT
Depreclable

303.WP Misc. Intangible u WAPA Switchboard
Total Depreclable

Amortizable
302.00 Franchises and Consents
303.00 Miscellaneous Intangible plant
303.WC Misc. Intangible - WAPA Fiber Optic
303.PC Misolntangible Plant - PC Software

Total Amortizable

Total Intangible Plant

OTHER PRODUCTION PLANT
341 .00 Structures and Improvements
342.00 Fuel Holders, Producers and Aocessorles
343.00 Prime Movers
344.00 Generators
345.00 Accessory Electric Equipment
346.00 Miscellaneous Power Plant Equipment

Total Other Production Plant

TRANSMISSION PLANT
350.RW Rights of Way
352.00 Structures and Improvements
353.00 Station Equipment
354.00 Towers and Fixtures
355.00 Poles and Fixtures
356.00 Overhead Conductors and Devices
359.00 Roads and Trails

Total Transmission Plant

DISTRIBUTION PLANT
360.RW Rights of Way
361.00 Structures and improvements
362.00 Station Equipment
364.00 Poles, Towers and Flxtures
365.00 Overhead Conductors and Devices
366.00 Underground Conduit
367.00 Underground Conductors and Devices
368.00 Line Transformers
369.0H Services - Overhead
369.UG Servloes - Underground
370.00 Meters
373.00 Street Llghting and Signal Systems

Total Distribution Plant

$86,619
3,398,247

28,402,465
75,596,882
48,310,770
12,126,868
22,976,392
45,658,424

7,297,945
3,315,090
9,368,222
3,769,729

$260,307,655

108.744
1,s6a,999
3,197,748
2,106,350

519,030
1,231,535
2.250.960

308.703
140.225
a04,4e7
171.523

811.708,287

$1,755
100,saa

1,158,821
3,122,151
1,990,404

458,396
1,008,664
2,109,419

274,403
123.984
290,415
151,920

516,796,923

$1,758
(B.156)

(210,178)
(75,597)

(115,946)
(60,634)

(222,871)
(141,541)
(34,300)
(16,244)
(14,052)
é19,603)

(s  17364)

6/5/2007

UNSE(0783)08912
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UNS ELECTRIC, INC.
Comparison of Present and Proposed Accruals

Present BG Procedure / RL Technique
Proposed: BG Procedure I RL Technique

Statement B

A B c D £-oc

$2,445,738
aee,3a1
882,290

1,007,316
4,808,218

584,467
968,258

s11,662,618

$70,882
91,583

220,573
251,829
601,027

73,058
32,243

81,340,995

$64,567
42.055

124.902
188,267
575,544

65,986
66,519

$1,137,840

($5.115)
(49,528)
(85,671)
(63,562)
(25,483)

(7,072)
34,276

($203, 155)

GENERAL PLANT
Depreciable

390.00 Structures and Improvements
392.01 Transportation Equipment - Class 1
392.C2 Transportation Equipment - Class 2
392.03 Transportation Equipment - Class a
392.C4 Transportation Equipment - Class 4
392.C5 Transportation Equipment .. Class 5
396.00 Power Operated Equlpment

Total Depreclable

Amortizable
391.10 Office Furniture and Equipment
391.20 Computer Equipment - PCs
393.00 Stores Equipment
394.00 Tools, Shop and Garage Equipment
395.00 Laboratory Equipment
397.CE Communication Equipment
a98,00 Miscellaneous Equipment

Total Amortlzable

Total General Plant

TOTAL UTILITY

$2,297,349
858,777
122,871

2,391,755
e08,108

2,391,716
114,643

58,995,219

$20,057,837

5347,839,970

$85,461
173,755

3,219
72,231
19,475
98,778

6,248
$459,167

$1.800,162

$15,761,231

$103,510
t5,030
3,698

79,406
20,203

100.691
5,893

$328,534

$1,466,371

$14,385,991

$18,149
(158,725)

479
7, 175

728
1,913
(355)

(830,536)

($333,791)

($1,375,240)

I

6/5/2007

UNSE(0783)08913
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UNS  ELECTRIC, INC.'S  RES P ONS ES  TO
S TAFF'S  THIRD S ET OF DATA REQUES TS

DOCKET n o . E-04204A-06-0783
Ma y 17, 2007

STF 3.70 Cost-saving Programs. Please list and describe in detail any cost-saving
programs implemented during the period 2005 through the present. For
each program listed in response to this request, show the anticipated and
achieved savings. Include calculations of savings amounts and explain
any assumptions used in such calculations. For each cost~saving program
listed, provide the cost-benefit analyses for each program. Show the
impact of each such cost-saving program on the test year.

RES P ONS E: Meter Reading Services:
UNS Electric entered into a meter reading services agreement with SES in
February 2005, The term of the agreement is three (3) years. The
contractor reads electric meters in Kinsman and Lake Havasu City service
tenitories.

The average monthly invoice for meter reading services has been reduced
by approximately $10,000 from UNS Electric's prior meter reading
services provider (GuardForce).

RES P GNDENT: Paula  Baxter

WITNES S : Thomas FealTy
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UNS  ELECTRIC, INC.'S  RES P ONS ES  TO
S TAFF'S  TENTI-I S ET OF DATA REQUES TS

DOCKET n o . E_04204A-06-0783
J u n e  ll, 2007

S TF 10.4 Were there any charges from Southwest Energy Services directly to UNS
Electric during the test year? If so, please provide the amounts by account
for all such charges, and provide comparable information for calendar
2005 and 2006.

RES P ONS E: Southwest Energy Services ("SES") submitted invoices to UNS Electric
totaling $637,813 for services provided in 2005, and $772,853 for services
provided in 2006. Some of these invoices included services for UNS Gas,
Inc. ("UNS Gas") and UNS Electric charged these amounts to UNS Gas
accordingly. The following is a summary of how these invoices were
charged during the test-year. Also included is comparable data for 2005
and 2006.

Tes t-Year Ended June  30, 2006
UNE FERC 107 fs 208
UNE FERC 163 $  3 4 ,5 3 9
UNE FERC 902 $ 547,400
UNE FERC 903 $ 6,746
Charged to UNS Gas $ 101 .065
Tota l $ 689,958

2005 Invoices
UNE FERC 163
UNE FERC 902
Charged to UNS Gas
Tota l

s 56,780
$ 515,562
S 65,471
$ 637,813

2006 Invoices
UNEFERC 107 $ 3,282
UNE FERC 163 s  3 2 ,0 9 5
UNE FERC 596 s  1 5 ,7 0 1
UNE FERC 902 s  591,550
UNE FERC 903 s 8,411
Cha rge d to TEP  in e rror *** $ 27,169
Charged to UNS Gas S  94 ,645
Tota l $ 772,853

*** This invoice was charged to and paid by Tucson Electric Power
Company ("TEP") in error. It should have been charged to UNE
FERC 902

RES P ONDENT : Amy Te lle r

WITNESS: Karen Kis s inge r

ll
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UNS  ELECTRIC, INC.'S  RES P ONS ES  TO
S TAFF'S  TENTH S ET OF DATA REQUES TS

DOCKET NO. E~04204A-06-0783
J une 11, 2007

STF 10.5 Were  the re  any cha rges  from S outhwest Energy S e rvices  indirectly from
TEP  or anothe r a ffilia te  to UNS  Electric during the  te s t yea r?  If so, plea se
provide  the  amounts  by account for a ll such charges , and provide
comparable  informa tion for ca lenda r 2005 and 2006.

RES P ONS E: SES provides services to TBP on a regular basis. Some of these invoices
include  s e rvice s  for UNS  Ele ctric which a re  cha rge d to UNS  Ele ctric
accordingly. The  following is  a  summary of TEP's  SES invoices charged
to UNS Electric during the test-year. Also included is comparable  data  for
2005 and 2006.

Test-Year Ended June 30, 2006
UNE FERC 107 $
UNE FERC 163 s
UNE FERC 184 $
UNE FERC 583 s
UNE FERC 588 33
UNE FERC 595 $
UNE FERC 596 $
Tota l s

27,981
3,155
8,009

11
4,178
1,203

806
45,343

2005
UNE FERC 107
UNE FERC 163
UNE FERC 184
UNE FERC 583
UNE FERC 588
UNE FERC 595
Tota l

$
$

s
S
$
S
$

9,110
56

910
11

2,093
217

12,397

2006
UNE FERC 107
UNE FERC 108
UNE FERC 163
UNE FERC 184
UNE FERC 588
UNE FERC 595
UNE FERC 903
Tota l

s 29,501
s 718
$ 3,473
$ 27,243
S 43,825
$ 1,531
$ 333
$106,624

RES P ONDENT: Amy Te lle r

WITNE S S : Karen Kissinger
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UNS  ELECTRIC, INC.'S  RES P ONS ES  TO
S TAFF'S  TENTH S ET OF DATA REQUES TS

DOCKET no. E~04204A-06-0783
J une 11, 2007

STF 10.6 When Southwest Energy Services provides supplemental work force
services for UNS Electric, TBP or other affilia tes, is there any markup
above payroll cost included in such charges? If so, please describe how
the billing rates for SES supplemental work force are determined and
identify all components of such rates above the base payroll cost paid by
SES.

RESP DNSE : When SES provides supplemental work force services to UNS Electdc,
TEP or other affiliates, SES charges a 10% mark-up on the base wages of
the supplemental worker.

In addition, SES charges the cost of employer's taxes, workers '
compensation and benefits. For example, for a supplemental
administrative assistant that is paid $12.00 per hour, SES would charge
($I2.0() + $1 .20 markup) per hour, plus employer's taxes, workers'
compensation, and benefits (cost).

RES P ONDENT: Bob Dame

WITNESS : Karen Kissinger
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UNS ELECTRIC, INC. 's  RESPONSES TO
STAFF'S ELEVENTH SET OF DATA REQUESTS

DOCKET NO. E-04204A-06-0783
June 14, 2007

STFl1.10 Refer to the response to STF 3.70.

a.

b. What is the total expense to UNS Electric for the test year, by
account, for the meter reading services provided by SES?

Please provide the contract with SES .

Is SES an affiliated company? If so, please answer parts d through
i.

Please show in detail how the pricing for SES services to be
provided to UNS Electric was developed.

What is the profit margin to SES for the meter reading services it
provides to UNS Electric?

Does SES have audited or unaudited financial statements? Please
provide such statements for 2005 and 2006.

g. Does SES have earnings statements or balance sheets? Please
provide such documents for 2005 and 2006.

h,

i.

What is the markup over cost for the meter reading services that
SES provides to UNS Electric? Provide for 2005 and 2006.

How is the markup over cost for the meter reading services that
SES provides to UNS Electric determined? Show calculations for
2005 and 2006.

RESPONSE: Please see the response to STF 3.58, Bates Nos.
UNSE(0783)05042 through UNSE(0783)05046 for a copy of the
meter reading services contract with SES.

Please see STF 11.10 (b) on the enclosed CD for the meter reading
expense in FERC 902 provided by SES. The Excel file on the
enclosed CD is not identified by Bates numbers.

Yes, SES is an affiliated company.

d.

b.

c .

a.

f.

e.

d.

C.

Please see STF I l.l0(d), Bates No. UNSE(0783)08920, on the
enclosed CD for the original estimate on how much it would cost
to operate the business unit and how much SES would have to
charge per read, SES was competing against the former vendor
who was doing the reads at $.65 the previous year. SES ended up
going with the $.65 knowing it was a little under what was needed,
but had to remain competitive with the market. SES began reading
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UNS  ELECTRIC, INC. ' s  RES P ONS ES  TO
S TAFF 'S  ELEVENTH S ET O F  DATA REQ UES TS

DOCKET NO. E-04204A~06-0783
J u n e  14, 2007

UniSouree  Energy Service , Inc.'s  e lectric mete r reads in February
2005.

There is no profit margin directly included in the "per read"
charges assessed to UNS Electric by SES. Using the competitive
"per read" rate, SES After-Tax profit was projected at 5.5%. In
2005, the actual After-Tax profit was $13,000 or 1.9% and in 2006
the Artier-Tax profit was $42,000 or 4.6% (2006 includes income
and operating expenses for the City of Kingman Water Meter
Reading that began in August of 2006).

SES does not have audited financia l sta tements. P lease  see  STP
11.10 (f-g) on the  enclosed CD for the  SES balance  shee ts as of
December 31, 2005 and 2006 and the  SES income sta tements for
the  yea rs  ended December 31, 2005 and 2006. S TF 11.10 (f& g)
conta ins  confidentia l information and is  be ing provided pursuant to
the  te rms of the  P rotective  Agreement. The  Exce l file  on the
enclosed CD is n o t identified by Ba tes  numbers .

As demonstrated in the above statements, the markup over cost for
2005 was $13,000 and for 2006 was $42,000. The City of
Kinsman Water Meter Reads are included in 2006.

Per the three year contract, SES increases the billing rate $.02 per
read, per year. In 2005 the rate was $.65 per read, in 2006 it was
increased to $.67 per read and in 2007 it is currently $.69 per read.
The $.02 increase represents a budgeted increase of 3% each year
to off-set the cost of wage increases.

R E S P O NDE NT: Mina Brings, Janet Zaidenberg~Sc , Bob Dame and Tom Ferry

WITNES S :

h .

i.

e.

Tom Fe rry
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UNS  ELECTRIC, INC.'S  RES P ONS ES  TO
S TAFF'S  FIFTEENTH S ET OF DATA REQUES TS

DOCKET n o . E-04204A-06-0783
J une  26, 2007

S TF 15.1 Southwest Energy Services (SES) charges. Refer to the responses to STF
10.4, STF 10.5, and STF 10.6.

a. The response to STF 10.6 indicates that "SES charges a 10% mark-
up on the base wages of the supplemental worker." For each of the
amounts of SES charges listed on the responses to STF 10.4 and
STF 10;5, please identify the amount of the SES 10% mark~up
over base wages. If exact amounts are not available, please
provide the Company's best estimates of the SBS 10% mark-up
charges and show how such estimates were derived.

Do the SES charges to UNS Electric listed in the responses to STF
10.4 and STP 10.5 include any incentive cornpensadon in the
benefits cost? If so, please identify the amount of incentive
compensation included in the SES charges to UNS Electric listed
in the responses to STF 10.4 and STP 10.5.

Please list the benefits cost, by type ofbeneiit, that is included in
the SES charges to UNS Electric.

d. Is the 10% SBS mark-up over base wages specified in a written
contract? Ipso, please provide the contract, and indicate
specifically where in the contract the 10% markup is specified.

RESPONSE:

b.

c.

UNS Electric is in the process of gathering information and will provide
the response to this data request as soon as the compilation is complete.
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UNS  ELECTRIC, INC.'S  RES P ONS ES  TO
S TAFF'S  THIRD S ET OF DATA REQUES TS

DOCKET no. E-04204A-06~0773
May 17, 2007

S TF3 .l9 Please provide all of the Company's actuarial service life data, which was
sorted by age, in Excel if available or in Excel-readable format if not
already in Excel.

RESPONSE: Please see STF 3. IN (Database) on the enclosed CD. The Excel file on the
enclosed CD is not identified by Bates numbers.

RE S P ONDE NT: Dr. Rona ld E. White

WITNE S S : Dr. Rona ld E. White
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UNS  ELECTRIC, INC.'S  RES P ONS ES  TO
S TAFF'S  THIRD S ET OF DATA REQUES TS

DOCKET no . E-04204A-06-0783
May 17, 2007

STF 3.30 For each plant account, please provide the actual cost of removal and net
salvage information for each year, 2000 through 2005.

RESPONSE: Please see the response to STF 3.19. Neither Foster Associates nor UNS
Electric has actual cost of removal and net salvage information for
calendar years other than 2005 ,

RES P ONDENT: Dr. Ronald E. White

WITNES S : Dr. Ronald E. White
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UNS  ELECTRIC, INC. ' s  RES P ONS ES  TO
S TAFF 'S  ELEVENTH S ET OF  DATA REQUES TS

DOCKET NO. E-04204A~06-0783
J u n e  14, 2007

S TF 11.2 CWIP  a nd  Bla ck Mounta in  Ge ne ra ting  S ta tion

a . Does any portion of the  Company's  request for $10,761 ,154 of
CWIP  in ra te  base  (Adjustment UNS E-3) re la te  to the  Black
Mounta in Genera ting S ta tion?

If so, plea se  identify a ll amounts  included in the  Company's
request for $10,761 ,154 of CWIP in ra te  base  tha t re la te  to the
Black Mounta in Gene ra ting S ta tion.

Does  any portion of the  Company's  proposed pro forma
adjustments  (shown on Schedule  C-2, page  4, lines 7 and 8) for
deprecia tion and property taxes, respective ly, re la te  to the  Black
Mounta in Genera ting S ta tion?

If so, plea se  identify a ll amounts  included in the  Company's
proposed pro forma  adjustments  for deprecia tion and property
taxes, respective ly, tha t re la te  to the  Black Mounta in Genera ting
S ta tion.

RES P O NS E: a .

b .

c .

d .

No .

Not a pplica ble .

No .

Not a pplica ble .

RE S P O NDE NT: Carl Dabe ls te in

WITNESS :

b.

d.

Ka re n Kiss inge r
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Dire ct Te s timony of Da vid C. P urce ll
Docke t No. E-04204A-06-0783
Page 1

1 1. INTRODUCTION

2 Q. Please state your name, occupation, and business address.

3 My na me  is  Da vid  C. P a rce ls . I a m P re s ide nt a nd S e nior Economis t of Te chnica l

4

5

As s ocia te s , Inc. My bus ine s s  a ddre s s  is  S uite  601, 1051 Ea s t Ca ry S tre e t, Richmond,

Virginia  23219.

6

7 Q- Pleas e  s ummarize  your education background and profes s ional experience.

8

9

I hold B.A. (1969) a nd M.A. (1970) de gre e s  in  e conomics  from Virginia  P olyte chnic

In s titu te  a n d  S ta te  Un ive rs ity (Virg in ia  Te ch ) a n d  a  M.B.A, (1 9 8 5 ) fro m Virg in ia

I h a ve  b e e n10 cons ulting  e conomis t with  Te chnica l

1 1 Associa te s  s ince  1970.

1 2

Commonwe a lth Unive rs ity. a

I ha ve  p rovide d  cos t o f ca p ita l te s timony in  pub lic  u tility

ra te ma king proce e dings  da ting ba ck to 1972. In conne ction with this , I ha ve  pre vious ly

1 3

1 4

1 5

filed te s timony and/or te s tified in about 400 utility proceedings  be fore  some  40 regula tory

a ge ncie s  in the  Unite d S ta te s  a nd Ca na da . S che dule  1 provide s  a  more  comple te

description of my educa tion and re levant work experience .

1 6

1 7 Q- Have  you previous ly tes tified before  the  Arizona  Corpora tion Commis s ion?

1 8 Ye s ,  I h a ve  t e s t ifie d  in  a  n u m b e r  o f p r io r Arizona  Corpora tion  Commis s ion

1 9

20

("Commis s ion") proce e dings , including the  re ce nt e le ctric ra te  ca s e  involving Arizona

P ublic S e rvice  Compa ny (Docke t No. E-01345A-05-0816) a nd the  re ce nt ga s  ra te  ca se

21 Those  te s timonie s  we re

22

involving UNS  Ga s , Inc. (Docke t No. G-01345A-05-0463).

provided on beha lf of the  Commiss ion S ta ff.

23

24 Q. What is  the  purpos e  of your tes timony in this  proceeding?

25

26

A.

A.

A.

A. Shave  been re ta ined by the  Commission Staff to eva lua te  the  cost of capita l aspects  of the

curre n t filing  of UNS  Ele ctric , Inc . ("UNS  Ele ctric"). I ha ve  pe rforme d inde pe nde nt



Dire ct Te s timony of Da vid C. Pa rce l]
Docke t No. E-04204A-06-0_83
Page 2

1

2

3

s tudie s  a nd a m ma king re comme nda tions  of the  curre nt cos t of ca pita l for UNS Ele ctric.

In  a ddition, be ca us e  UNS  Ele ctric is  a  s ubs idia ry of UniS ource  Ene rgy Corpora tion

("UniSource  Energy"), I a lso have  eva lua ted this  entity in my ana lyses .

4

5 Q- Have  you prepared an exhibit in  s upport of your te s timony?

6 Ye s , I ha ve  pre pa re d one  e xhibit, ide ntifie d a s  S che dule  1 through S che dule  14. This

7

8

e xhibit wa s  pre pa re d e ithe r by me  or unde r my dire ction. The  informa tion conta ine d in

this  exhibit is  correct to the  bes t of my knowledge  and be lie f.

9

1 0 11. R E C O MME NDATIO NS AND S UMMAR Y

11 Q- What are your recommendations in this proceeding?

My ove ra ll cos t of capita l recommenda tions  for UNS Electric a re :12

13

14

15

16

17

18

19

Short-Tenn Debt
Long-Te nn De bt
Common Equity

Tota l

Percent
3.96%

47.21%
48.83%

100.00%

Cost
6.36%
8.16%

9.5-10.5%

Return
0.25%
3.85%

4.64-5.13%
8.74-9.23%

8.99% mid-point

UNS  Ele ctric 's  a pplica tion re que s ts  a  re turn on common e quity of 11.8 pe rce nt a nd

overa ll ra te  of re turn of 9.89 percent.

2 0

2 1

22

23

2 4

25

26

2 7

28

29

30

Q- Please summarize your cost of capital analyses and related conclusions for UNS

Electric.

A.

A.

A. This  proce e ding is  conce rne d with UNS  Ele ctric's  re gula te d e le ctric dis tribution utility

ope ra tions  in Arizona . My a na lys e s  a re  conce rne d with the  Compa ny's  tota l cos t of

capita l. The  firs t s tep in pe rforming these  ana lyses  is  the  deve lopment of the  appropria te

ca pita l s tructure . UNS  Ele ctric's  propos e d ca pita l s tructure  is  its  ca pita l s tructure  a s  of

June  30, 2007. I use  the  actua l te s t pe riod capita l s tructure  of UNS Electric a s  of June  30,

2006 in my cost of capita l ana lyses .
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1

2

3

4

5

6

7

8

9

10

The  se cond s te p in a  cos t of ca pita l ca lcula tion is  a  de te rmina tion of the  e mbe dde d cos t

ra te s  of long-te rm debt and short-te rm debt. I have  used the  te s t pe riod 8.16 pe rcent cos t

ra te  for long-te rm de bt a nd 6 .36 pe rce nt cos t of s hort-te rm de bt conta ine d in  UNS

Ele ctric's  a pplica tion.

The  third s te p in the  cos t of ca pita l ca lcula tion is  the  e s tima tion of the  cos t of common

equity. Shave  employed three  recognized methodologies  to es timate  the  cos t of equity for

UNS  Ele ctric . Ea ch of the s e  me thodologie s  is  a pplie d to two groups : one  of proxy

combina tion e lectric and gas  utilitie s , and the  proxy group used by UNS Electric Witness

Grant. These  three  methodologies  and my findings  a re :

11
12
13
14
15
16

Me thodology
Discounted Cash Flow
Ca pita l Asse t P ricing Mode l
Comparable  Earnings

Ra nge
9.5-10.5%

10.0-10.5%
10.0%

(10.0% mid-point)
(10.25% mid-point)

17

18

Based upon these  findings , I conclude  tha t the  cos t of common equity for UNS Electric is

within a  range  of 9.5 pe rcent to 10.5 pe rcent (10.0 pe rcent mid-point), which re flects  each

of the  mode l results .19

20

21

22

23

24

Us ing the  re s ults  from the s e  thre e  s te ps , I ha ve  ca lcula te d a  we ighte d cos t of ca pita l

(ove ra ll ra te  of re turn) ra nge  of 8.74 pe rce nt to 9.23 pe rce nt (8.99 pe rce nt mid-point,

which incorpora te s  a  cos t of common e quity of 10.0 pe rce nt). My spe cific cos t of ca pita l

recommenda tion for UNS Electric is  8.99 pe rcent.

25

26 111. E C O NO MIC /LE G AL P R INC IP LE S  AND ME THO DO LO G IE S

27 Q-

28

What a re  the  primary economic  and lega l princ ip le s  tha t e s tablis h  the  s tanda rds  for

de te rmin ing  a  fa ir ra te  o f re tu rn  for a  regu la ted  u tility?

29 Public utility ra te s  a re  norma lly e s tablished in a  manne r des igned to a llow the  recove ry of

30

A.

the ir cos ts , inc luding ca pita l cos ts . Th is  is  fre que n tly re fe rre d  to  a s  "c os t o f s e rvic e "
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1

2

3

4

5

ra te ma king. Ra te s  fo r re gu la te d  pub lic  u tilitie s  tra d itiona lly ha ve  be e n  p rima rily

e s tablished us ing the  "ra te  ba se  - ra te  of re turn" concept. Unde r this  me thod, utilitie s  a re

a llowe d to  re cove r a  le ve l of ope ra ting e xpe ns e s , ta xe s , a nd de pre cia tion de e me d

reasonable  for ra te -se tting purposes , and a re  granted an opportunity to ea rn a  fa ir ra te  of

re turn on the  asse ts  utilized (i.e ., ra te  base) in providing se rvice  to the ir cus tomers .

6

7

8

9

1 0

The ra te  base  is  derived from the  asse t s ide  of the  utility's  ba lance  sheet as  a  dollar amount

a nd the  ra te  of re turn is  de ve lope d from the  lia bilitie s /owne rs ' e quity s ide  of the  ba la nce

shee t a s  a  pe rcentage . The  re ve nue  impa ct of the  cos t of ca pita l is  thus  de rive d by

multiplying the  ra te  base  by the  ra te  of re turn and a llowing a  factor for income taxes .

1 1

1 2

1 3

1 4

1 5

The  ra te  of re turn is  de ve lope d from the  cos t of ca pita l, which is  e s tima te d by we ighting

the  capita l s tructure  components  (i.e ., debt, pre fe rred s tock, and common equity) by the ir

pe rcentages  in the  capita l s tructure  and multiplying the se  by the ir cos t ra te s . This  is  a lso

known as  the  weighted cost of capita l.

1 6

1 7

1 8

1 9

20

2 1

Technica lly, "fa ir ra te  of re turn" is  a  lega l and accounting concept tha t re fe rs  to an ex post

(a fte r the  fact) earned re turn on an asse t base , while  the  cost of capita l is  an economic and

fina ncia l conce pt which re fe rs  to a n ex ante (be fore  the  fact) expected or required re turn

on a  lia bility ba s e . In re gula tory proce e dings , howe ve r, the  two te rms  a re  ofte n us e d

inte rchangeably. Shave  equa ted the  two concepts  in my tes timony.

22

23

24

25

From an economic s tandpoint, a  fa ir ra te  of re turn is  norma lly inte rpre ted to mean tha t an

e fficie nt a nd e conomica lly ma na ge d utility will be  a ble  to ma inta in its  fina ncia l inte grity,

a ttra ct ca pita l, a nd e s ta blis h compa ra ble  re turns  for s imila r ris k inve s tme nts . These
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1

2

concepts  a re  de rived from economic and financia l theory and a re  gene ra lly implemented

using financia l models  and economic concepts .

3

4

5

6

Although I a m not a  la wye r a nd I do not offe r a  le ga l opinion, my te s timony is  ba se d on

my unders tanding tha t two United S ta tes  Supreme Court decis ions  a re  universa lly cited as

providing the  s ta nda rds  for a  fa ir ra te  of re turn. The  firs t is Blue fie ld Wa te r Works  a nd

7 Improve me nt Co. v. P ublic S e rv. Comm'n of We s t Virginia, 262 U.S . 679 (1923). In this

decis ion, the  Court s ta ted:
Wha t a nnua l ra te  will cons titute  jus t compe ns a tion de pe nds  upon ma ny
circums ta nce s  a nd  mus t be  de te rmine d  by the  e xe rc is e  o f fa ir a nd
e nlighte ne d judgme nt, ha ving re ga rd to  a ll re le va nt fa cts . A p u b lic
u tility is  e n title d  to  s uch  ra te s  a s  will pe nni it to  e a rn  a  re turn  on  the
va lue  of the  prope rty which it e mploys  for the  conve nie nce  of the  public
e qua l to  tha t ge ne ra lly be ing ma de  a t the  s a me  time  a nd in  the  s a me
g e n e ra l p a rt  o f th e  c o u n try o n  in ve s tm e n ts in o the r bus ine s s
u n d e rta kin g s  wh ic h are a tte n d e d  b y corre s ponding ris ks a nd
unce rta in tie s , bu t it ha s  no  cons titu tiona l right to  profits  s uch  a s  a re
re a lize d  or a n ticipa te d  in  h ighly profita b le  e nte rpris e s  or s pe cula tive
venture s . The  re turn should be  rea sonably sufficient to a ssure  confidence
in the  fina ncia l s oundne s s  of the  utility, a nd s hould be  a de qua te , unde r
e ffic ie n t a nd  e conomica l ma na ge me n t,  to  ma in ta in  a nd  s upport its
credit and enable  it to ra ise  the  money necessa ry for the  prope r discha rge
of its  public dutie s . A ra te  of re turn ma y be  re a s ona ble  a t one  time , a nd
be come  too  h igh  o r too  low by cha nge s  a ffe c ting  opportun itie s  fo r
inve s tme n t,  the  mone y ma rke t,  a nd  bus ine s s  cond itions  ge ne ra lly.

8

9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27

[Emphasis added.]

28

29

30

31

It is  my unders tanding tha t the Blue fie ld decis ion es tablished the  following s tandards  for a

fa ir ra te  of re turn: compa ra ble  e a rnings , fina ncia l inte grity, a nd ca pita l a ttra ction. It a lso

noted the  changing leve l of required re turns  over time  as  well as  an underlying assumption

tha t the  utility be  opera ted in an e fficient manner.

32

33 The  second decis ion is Fe de ra l P owe r Comm'n v. Hope  Na tura l Ga s  Co., 320 U.S . 591

34 (1942). In tha t decis ion, the  Court s ta ted:
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1
2
3
4
5
6
7
8
9

10
11

The  ra te -ma king proce s s  unde r the  [Na tura l Ga s ] Act, i.e ., the  fixing of
'jus t a nd  re a s ona ble ' ra te s , involve s  a  ba la ncing  of the  inve s tor a nd
cons ume r inte re s ts  .... From the  inve s tor or compa ny point of vie w it is
important tha t there  be  enough revenue  not only for opera ting expenses  but
a lso for the  capita l cos ts  of the  business . These  include  se rvice  on the  debt
a nd divide nds  on the  s tock. By tha t s ta nda rd  the  re turn  to  the  e quity
owne r s hould  be  comme ns ura te  with  re turns  on inve s tme nts  in  o the r
e nte rpris e s  ha ving corre s ponding ris ks . Tha t re turn, more ove r, s hould
b e  s u ffic ie n t to  a s s u re  c o n fid e n c e  in  th e  fin a n c ia l in te g rity o f th e
e nte rpris e , s o a s  to ma inta in its  cre dit a nd to a ttra ct ca pita l. [Empha s is
a dde d.]

12

13

14

The Hope ca s e  is  a ls o fre que ntly cre dite d with e s ta blis hing the  "e nd re s ult" doctrine ,

which mainta ins  tha t the  methods  utilized to deve lop a  fa ir re turn a re  not important a s  long

15 as the end result is  reasonable.

16

17

18

19

20

21

22

23

The  thre e  e conomic a nd fina ncia l pa ra me te rs  in the Blue fie ld and Hope de cis ions  -

compa ra ble  e a rnings , fina ncia l inte grity, a nd ca pita l a ttra ction - re fle ct the  e conomic

crite ria  e ncompa s s e d in the  "opportunity cos t" principle  of e conomics . The  opportunity

cos t principle  provide s  tha t a  utility a nd its  inve s tors  s hould be  a fforde d a n opportunity

(not a  guarantee) to ea rn a  re turn commensura te  with re turns  they could expect to achieve

on inve s tme nts  of s imila r ris k. The  opportunity cos t principle  is  cons is te nt with the

funda me nta l pre mis e  on which re gula tion re s ts , na me ly, tha t it is  inte nde d to a ct a s  a

24 surroga te  for compe tition.

25

26

27

28

29

I unde rs ta nd tha t be ca use  Arizona  is  a  "Fa ir Va lue " s ta te , Hope a nd Blue fie ld do not se t

forth the  le ga l re quire me nts  a pplica ble  to de te rmining fa ir ra te  of re turn in Arizona . In

S imms  v. Round Va lle y Light & P owe r Compa ny,1 the  Arizona  S upre me  Court took

e xce ption to  a pplica tion of the  following principle  in  Arizona  s ince  the  Cons titu tion

mandates  considera tion of fa ir va lue :30

1 294 P.2d 378 (1956).



Direct Tes timony of David C. Pa rce ls
Docke t No. E-04204A-06-0_83
Page 7

1
2
3
4
5
6
7
8
9

"In the  Hope  case  the  Court, in te s ting the  reasonableness  of ra tes  fixed by
the  Fe de ra l P owe r Commis s ion unde r the  Na tura l Ga s  Act, 15 U.S .C.A.
Section 717 e t seq., a fte r holding tha t congress  had provided no formula  by
which just and reasonable  ra tes  were  to be  de te rmined, ruled tha t it was the
fina l result reached and not the  method used in reaching the  result tha t was
c o n tro llin g  a n d  th a t it wa s  u n imp o rta n t to  'd e te rmin e  th e  va rio u s
pe rmis s ible  wa ys  in which a ny ra te  ba se  on which the  re turn is  compute d
might be  a rrive d a t."

10

11

12

13

14

15

My te s timony doe s  not a dvoca te  tha t the  Commiss ion ignore  the Simms holding in  this

re ga rd, or the  fa ir va lue  of UNS  Ele ctric' prope rty, which it is  re quire d to cons ide r unde r

Article  15, S e ction of the  Arizona  Cons titution. Ra the r, I find the Hope  a nd Blue fe la '

de cis ions  to be  he lpful in the ir discuss ion of compa ra ble  e a rnings , fina ncia l inte grity a nd

ca pita l a ttra ction. I note  tha t UNS  Ele ctric Witne s s  P igna te lli a ls o cite s  the  Hope  a nd

Bluefie ld cases  as  "guide lines" for eva lua ting the  cos t of capita l for the  Company.

16

17 Q- How can these parameters be employed to estimate the cost of capital for a utility?

18

19

20

Ne ithe r the  courts  nor e conomic/fina ncia l the ory ha ve  de ve lope d e xa ct a nd me cha nica l

procedures  for precise ly de te rmining the  cos t of capita l. This  is  the  case  because  the  cos t

of capita l is  an opportunity cos t and is  prospective -looking, which dicta te s  tha t it mus t be

estimated.21

22

23

24

25

26

27

28

A.

The re  a re  se ve ra l use ful mode ls  tha t ca n be  e mploye d to a ss is t in e s tima ting the  cos t of

e quity ca pita l, which is  the  compone nt of the  ca pita l s tructure  tha t is  the  mos t difficult to

de te rmine . The se  include  the  discounte d ca sh flow ("DCF"), ca pita l a s se t pricing mode l

("CAP M"), compa ra ble  e a rnings  ("CE") a nd ris k pre mium ("RP ") me thods . Ea ch  of

these  methods (or models) diffe rs  from the  others  and each, if properly employed, can be  a

use ful tool in e s tima ting the  cos t of common equity for a  regula ted utility.
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1 Q- Which methods have you employed in your analyses of the cost of common equity in

2 this proceeding?

3

4

5

I ha ve  utilize d thre e  me thodologie s  to  de te rmine  UNS  Ele c tric 's  cos t of common e quity:

the  DCF, CAP M, a nd  CE  me thods .  E a c h  o f the s e  me thodo log ie s  will be  de s c ribe d  in

more  de ta il in my te s timony tha t follows .

6

7 Iv. GENERAL ECONOMIC CGNDITIONS

8 Q-

9

Why are economic and financial conditions important in determining the costs of

capital?

10

11

12

13

14

15

16

17

18

The costs of capital,  for  both fixed-cost  (debt and preferred stock) components and

common equity, are determined in part by current and prospective economic and financial

conditions. At any given time, each of the following factors has an influence on the costs

of capital: the level of economic activity (i.e., growth rate of the economy), the stage of

the business cycle (i.e., recession, expansion, or transition), and the level of inflation. My

understanding is that use of the factors is consistent with the Supreme Court's Bluefield

decision, which noted that "[a] rate of return may be reasonable at one time, and become

too high or too low by changes affecting opportunities for investment, the money market,

and business conditions generally."

19

20 Q- What indicators of economic and financial activity have you evaluated in your

2 1 analyses?

22

23

24

25

26

A.

A.

A. S ha ve  e xa mine d s e ve ra l s e ts  of e conomic s ta tis tics  for the  pe riod 1975 to pre s e nt. I chos e

th is  pe riod  be c a us e  it pe nn ie s  the  e va lua tion  o f e c onomic  c ond itions  ove r th re e  fu ll

bus ine s s  cycle s  plus  the  curre nt cycle  to da te , a nd thus  ma ke s  it pos s ible  to a s s e s s  cha nge s

in  long-te rm tre nds . This  pe riod  a ls o  a pproxima te s  the  be ginning  a nd  continua tion  of

a ctive  ra te  ca s e  a ctivitie s  by public utilitie s .
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1

2

3

4

5

A bus ine ss  cycle  is  commonly de fine d a s  a  comple te  pe riod of e xpa ns ion (re cove ry a nd

growth) a nd contra ction (re ce s s ion). A full bus ine s s  cycle  is  a  us e ful a nd conve nie nt

pe riod ove r which to me a s ure  le ve ls  a nd tre nds  in long-te nn ca pita l cos ts  be ca us e  it

incorpora te s  the  cyclica l (i.e ., s ta ge  of bus ine s s  cycle ) influe nce s  a nd thus  pe rmits  a

comparison of s tructura l (or long-te rm) trends .

6

7 Q- Please describe the timeframe of the three prior business cycles and the most current

8 cycle.

The  three  prior comple te  cycles  and current cycle  cover the  following pe riods :9

10

11

12

13

14

15

16

Business  Cycle
1975-1982
1982-1991
1991-2001
Current

Expans ion Cycle
Mar. 1975-July 1981
Nov. 1982-July 1990
Apr. 1991 -Mar. 2001
Dec. 2001 -Present

Contraction Pe riod
Aug. 1981 -Oct. 1982
Aug. 1990-Mar. 1991
Apr. 2001-Nov. 2001

1 7 Q-

1 8

Do you have any general observations concerning the changing trends in economic

conditions and their impact on costs over this broad period?

1 9

20

2 1

22

23

24

25

A.

A. Yes , I do. As  I will de scribe  be low, the  U.S . economy has  enjoyed gene ra l prospe rity and

s ta bility ove r the  pe riod s ince  the  e a rly 1980s . This  pe riod ha s  be e n cha ra cte rize d by

longe r e conomic e xpa ns ions , re la tive ly ta me  contra ctions , re la tive ly low a nd de clining

infla tion, a nd de clining inte re s t ra te s  a nd othe r ca pita l cos ts . The  curre nt bus ine ss  cycle

began in la te  2001, following a  somewhat modest recess ion in 2001. During the  recess ion

and early in the  succeeding expansion, the  Federal Reserve  lowered interest ra tes (i.e ., Fed

Funds ra te ) 11 times in 2001 and twice  in 2003 in an e ffort to s timula te  the  economy.
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1 Q- Please describe recent and current economic and financial conditions and their

2 impact on the  cos ts  of capita l.

3

4

5

6

7

8

9

Schedule  2 shows severa l se ts  of economic da ta . Page  1 conta ins genera l macroeconomic

s ta tis tics  while  P a ge s  2 a nd 3 conta in fina ncia l ma rke t s ta tis tics . P a ge  l of S che dule  2

shows tha t the  U.S . economy is  currently in the  fifth yea r of an economic expans ion. This

is  indica te d by the  growth in re a l (i.e ., a djus te d for infla tion) Gros s  Dome s tic P roduct,

indus tria l production, a nd the  une mployme nt ra te . This  curre nt e xpa ns ion ha s  ge ne ra lly

been characte rized as  s lower growth, in comparison to prior expansions . This  has  resulted

in lower infla tionary pressures  and inte res t ra tes .

10

11

12

13

14

15

16

The  ra te  of infla tion is  a ls o s hown on P a ge  1 of S che dule  2. As  is  re fle cte d  in  the

Consume r P rice  Inde x ("CP l"), for e xa mple , infla tion rose  s ignifica ntly during the  1975-

1982 bus ine ss  cycle  a nd re a che d double -digit le ve ls  in 1979-1980. The  ra te  of infla tion

declined substantia lly in 1981 and remained a t or be low 6.1 pe rcent during the  1983-1991

bus ine s s  cycle . The  2.5 pe rce nt ra te  of infla tion in 2006 wa s  s imila r to the  le ve ls  s ince

2000, but was  well be low the  leve ls  of the  pas t thirty years .

17

1 8 Q- What have been the trends in interest rates?

19

20

21

22

23

Page  2 of Schedule  2 shows seve ra l se rie s  of inte re s t ra te s . Ra tes  rose  sha rply to record

le ve ls  in 1975-1981 whe n the  infla tion ra te  wa s  high a nd ge ne ra lly ris ing. Inte re s t ra te s

the n fe ll subs ta ntia lly in conjunction with infla tion ra te s  throughout the  re ma inde r of the

1980s and throughout the  1990s. Inte res t ra tes  declined even further from 2000-2004 and

genera lly recorded the ir lowest leve ls  s ince  the  1960s.

24

25

26

A.

A.

This  low le ve l of in te re s t ra te s , in  conjunction  with  the  re ce nt s tre ngth  of the  U.S .

economy, may crea te  an expecta tion tha t any near-te rm movement of inte res t ra tes  will be
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1

2

3

upward. In fact, the  Fede ra l Rese rve  ha s , s ince  the  middle  of 2004, increa sed short-tenn

inte re s t ra te s  on 17 occas ions , a lthough each time  by only 0.25 pe rcent, in an a ttempt to

ins ure  tha t a ny pe rce ive d infla tiona ry e xpe cta tions  will not s tifle  continue d e conomic

4 growth. Ne ve rthe le s s , the  e conomic re cove ry to da te  ha s  not re sulte d in a  pronounce d

5

6

7

incre a se  in long-te rm ra te s . Furthe r, the  curre nt le ve l of Fe d Funds  is  a bout the  sa me  a s

the  leve l in exis tence  when the  se ries  of reductions  began in 2000. Even if long-te rm ra tes

were  to increase  modera te ly, they would s till rema in we ll be low his torica l leve ls .

8

9 Q- What have been the trends in common share prices?

1 0

1 1

1 2

1 3

1 4

1 5

1 6

P a ge  3 of S che dule  2 s hows  s e ve ra l s e rie s  of common s tock price s  a rid ra tios . The s e

indica te  tha t s ha re  price s  we re  ba s ica lly s ta gna nt during the  high infla tion/inte re s t ra te

e nvironme nt of the  la te  l 970s  a nd e a rly 1980s . On the  othe r ha nd, the  1983-1991

bus ine s s  cycle  a nd the  mos t re ce nt cycle  ha ve  witne s s e d a  s ignifica nt upwa rd tre nd in

s tock prices . During the  initia l yea rs  of the  current expans ion, however, s tock prices  were

vola tile  and declined subs tantia lly from the ir highs  reached in 1999 and ea rly 2000. Share

prices have increased somewhat s ince  2003 and currently stand a t near record high levels .

1 7

1 8 Q- What conclusions do you draw from this discussion of economic and financial

1 9 c o n d it io n s ?

20

2 1

22

23

24

A.

A. It is  a ppa re nt tha t ca pita l cos ts  a re  curre ntly low in compa ris on to the  le ve ls  tha t ha ve

pre va ile d ove r the  pa s t thre e  de ca de s . In a ddition, e ve n a  mode ra te  incre a se  in inte re s t

ra te s , a s  we ll a s  othe r ca pita l cos ts , would s till re s ult in ca pita l cos ts  tha t a re  low by

his toric s ta nda rds . The re fore , it ca n re a sona bly be  e xpe cte d tha t cos t of e quity mode ls

currently produce  re turns tha t a re  lower than was the  case  in prior years .
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1 v. UNS  ELECTRIC'  OP ERATIONS  AND RIS KS

2 Q- Pleas e  s ummarize  UNS Elec tric  and its  opera tions .

3 UNS  Ele ctric is  a  public utility tha t provide s  e le ctric dis tribution se rvice s  to some  93,000

cus tome rs  in Arizona . UNS  Ele ctric  wa s4 forme rly the  Arizona  e le ctric  d is tribution

5

6

7

ope ra tions  of Citize ns  Communica tions  Compa ny, p rior to  its  2003  a cquis ition  by

UniSource  Energy. When UniSource  Energy acquired the  Arizona  e lectric and gas  a sse ts

from Citizens , it formed two ope ra ting companies  - UNS Electric and UNS Gas .

8

9 Q- Please describe Unisource Energy.

1 0

1 1

1 2

1 3

1 4

1 5

1 6

1 7

UniS ource  Ene rgy is  a  holding compa ny, whos e  principa l s ubs idia ry is  Tucs on Ele ctric

Power Company ("TEP"), a  genera tion and dis tribution company tha t is  the  second-la rgest

inve s tor-owne d utility in  Arizona . UniS ource  Ene rgy a ls o owns  UniS ource  Ene rgy

S e rvice s  ("UES "), wh ich  con ta ins  UNS  Ele c tric  a nd  UNS  Ga s , bo th  o f wh ich  a re

dis tribution compa nie s . It pre vious ly owne d Mille nnium Ene rgy Holdings , the  pa re nt

company of UniSource  Ene rgy's  unregula ted ene rgy bus iness  whose  principa l subs idia ry

wa s  Globa l Sola r. UniSource  Ene rgy pre se ntly ope ra te s  through thre e  prima ry bus ine ss

segments  - TEP, UNS Electric and UNS Gas .

1 8

1 9 Q- What have been the business segment ratios of Unisource Energy in recent years?

20

2 1

A.

A.

A. This  is  shown on S che dule  3. As  this  indica te s , a s  of 2006, UNS  Ele ctric a ccounte d for

about 12 percent of the  revenues of UniSource Energy and about 6 percent of tota l assets.
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1 Q- What are the current bond ratings of Unisource Energy and TEP?

2 The current ra tings  of UniSource  Energy and TEP are :

Standard & Poor's Moody's Fitch
UniSource Energy Credit Ra tings

Senior Secured Debt
Is suer Ra ting

N R
N R

Ba l
Ba l

NR
N/A

3
4
5
6
7
8
9

10
11
12
13

Tucson Electric Power Credit Ra tings
Senior Secured Debt
Senior Unsecured Debt
Is suer Ra ting

Source: UniSource Energy Web Site.

BBB-
B+
BB

Baan
Baa?)
Baan

BBB-
BB+
BB

14

15

16

UNS Electric does  not have  its  own security ra tings , and its  s ingle  debt issue  was  priva te ly

pla ce d in 2003 a t the  time  of the  a cquis ition. The  de bt of UNS  Ele ctric is  gua ra nte e d by

UES . As  s uch, the  de bt of UNS  Ele ctric  is  re la te d  to  the  ove ra ll cre dit s tre ngth  of

17 UniSource  Ene rgy.

18

19 Q-

20

Did the acquisition of the assets current comprising UNS Electric have any impact on

the security ratings of Unisource Energy or TEP?

21 No, it d id  not. S ta nda rd & P oor's , for e xa mple , ma de  the  following comme nts  in  a n

22

23
24
25
26
27
28
29
30
31
32
33
34
35
36
37

August 12, 2003 CreditWatch report on TEP :
S ta nda rd & P oor's  Ra tings  S e rvice s  s a id toda y it a ffirme d its  ra tings  on
Tucs on Ele ctric P owe r Co. ('BB' corpora te  cre dit ra ting) a nd re move d
the m from Cre ditWa tch with ne ga tive  implica tions . The y we re  pla ce d on
Cre ditWa tch Nov. 8, 2002, re fle cting pa re nt UniS ource  Ene rgy Corp.'s
announcement of an agreement to purchas e the Arizona  e le c tric and gas
trans mis s ion and dis tribution as s e ts from Citize ns  Communica tions  Co.
The  outlook is  s table .

A.

A.

The  Aug. ll, 2003, a cquis ition of thes e  re la tively low-ris k, widely
scattered regulated assets for $220 million, well below the book value o f
about $425 million, bols ters  the cons olidated bus ines s  profile of the
UniSource  Energy family of companies , and does  so with a  financing
package that marginally improves  the overall financial condition of
UniSource Energy. These assets are subject to regulation by the Arizona
Corporation Commission (ACC), as is Tucson Electric, and are structured
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a s  a  wholly owne d s ubs idia ry of UniS ource  Ene rgy ca lle d  UniS ource
Energy Services .

1
2
3
4
5
6
7
8
9

10

The addition of about 77,000 e lectric customers and 126,000 gas customers
re pre se nts  a n incre a se  of a bout 40% to Tucson Ele ctric's  cus tome r ba se .
The  acquis ition has  rece ived s trong regula tory support, mainly because  ra te
incre a s e s  will be  limite d to only a bout one -ha lf of wha t the y would ha ve
be e n in the  a bs e nce  of the  purcha s e , a s  we ll a s  be ca us e  of ope ra tiona l
challenges faced by prior management. [Emphas is  added]

11 Q- Are you aware that UNS Electric is requesting the inclusion of construction work in

12 p ro ces s  a s  p a rt o f its ra te  filin g ?

13

14

Ye s , I a m. It is  my unde rs ta nding tha t UNS  Ele ctric is  re que s ting s ome  $10.8 million of

Cons truction Work In  P rogre s s  ("CWIP ") in  its  re que s t, which re s ults  in  a bout $2.1

15 million of a nnua l re ve nue s  to  the  Compa ny. UNS  Ele ctric  witne s s  Gra nt cite s  the

16 inclusion of CWIP as  necessary for the  Company to a ttract capita l.

17

18 Q~

19

Do you agree that it is necessary for UNS Electric to have CWIP treatment in order

for it to attract capital?

20

2 1

22

23

No ,  I d o  n o t. It ha s  be e n my ge ne ra l e xpe rie nce  tha t CWIP  tre a tme nt is  ge ne ra lly

rega rded as  a  ra temaking practice  to be  used in s itua tions  where  a  utility has  a  ve ry la rge

construction program and the  company requires  the  cash trea tment in order to manage  its

construction program and re la ted financing. As  such, CWIP is  not the  norm.

24

25

26

27

28

29

A.

A.

In  the  ca s e  of UNS  Ele ctric , I do  no t be lie ve  tha t it is  ne ce s s a ry to  provide  CWIP

tre a tme nt in orde r for this  Compa ny to a ttra ct ca pita l. As  I indica te d a bove , the  ra ting

a ge ncie s  de scribe  the  ope ra tions  of UNS  Ele ctric a s  low risk. It is  furthe r a ppa re nt tha t

UNS  Ele ctric re ce ive s  its  fina ncing ba s e d on the  cre dit qua lity of UniS ource  Ene rgy

a nd/or UES , not ba s e d on the  s itua tion of the  Compa ny its e lf In  s umma ry, I do not
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1 be lieve  it is  necessa ry for UNS Electric to rece ive  CWIP  trea tment in orde r for it to a ttract

2 ca pita l.

3

4 VI. CAP ITAL S TRUCTURE AND COS T OF DEBT

5 Q. Wh a t is  th e  imp o rta n c e  o f d e te rmin in g  a  p ro p e r c a p ita l s tru c tu re  in  a  re g u la to ry

6 fra me work?

7

8

9

10

A utility's  ca pita l s tructure  is  importa nt be ca use  the  conce pt of ra te  ba se  - ra te  of re turn

regula tion require s  tha t a  utility's  capita l s tructure  be  de te rmined and utilized in e s tima ting

the  tota l cos t of ca pita l. Within this  fra me work, it is  prope r to a s ce rta in whe the r the

utility's  ca pita l s tructure  is  a ppropria te  re la tive  to its  le ve l of bus ine ss  risk a nd re la tive  to

othe r utilitie s .11

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

20

As discussed in Section III of my te s timony, the  purpose  of de te rmining the  prope r capita l

s tructure  for a  utility is  to he lp a s ce rta in its  ca pita l cos ts . The  ra te  ba s e  - ra te  of re turn

conce pt re cognize s  the  a s se ts  e mploye d in providing utility s e rvice s  a nd provide s  for a

re turn on the s e  a s s e ts  by ide ntifying the  lia bilitie s  a nd common e quity (a nd the ir cos t

ra te s ) used to finance  the  a sse ts . In this  process , the  ra te  ba se  is  de rived from the  a sse t

s ide  of the  ba la nce  s he e t a nd the  cos t of ca pita l is  de rive d from the  lia bilitie s /owne rs '

equity s ide  of the  ba lance  shee t. The  inherent assumption in this  procedure  is  tha t the  pool

of dollars  represented by the  capita l s tructure  finance  the  ra te  base .

21

22

23

The  common equity ra tio (i.e ., the  pe rcentage  of common equity in the  capita l s tructure ) is

the  ca pita l s tructure  ite m which norma lly re ce ive s  the  mos t a tte ntion. This  is  the  ca s e

24

25

be ca use  common e quity: (1) us ua lly comma nds  the  highe s t cos t ra te , (2) ge ne ra te s

associa ted income tax liabilities , and, (3) causes  the  most controversy s ince  its  cost cannot

26

A.

be  precise ly de te rmined.
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1 Q- How is  UNS Elec tric  financed?

2

3

UNS  Ele c tric  is  a  s ubs id ia ry of UES , which  in  tum  is  a  s ubs id ia ry of UniS ource  Ene rgy.

UNS  Ele ctric  ha s  one  s e rie s  of long-te rm note s  outs ta nding, which is  gua ra nte e d by UES .

4

5 Q, Ho w h a ve  yo u  e va lu a te d  th e  c a p ita l s t ru c tu re  o f UNS  Ele c tr ic  a n d  Un is o u rc e

6 Energy?

7 I ha ve  firs t e xa m ine d the  re ce nt ca pita l s truc ture  ra tios  of UNS  Ele c tric  a nd  UniS ource

8 Ene rgy.

9

1 0

1 1

1 2

S  Ele ctric ' ca pita l s tructure  did not e xis t until 2003, whe n UniS ource  Ene rgy cre a te d a

s ubs id ia ry from  the  e le c tric  d is tribu tion  a s s e ts  in  Ariz ona ,  a s  a c qu ire d  from  C itiz e ns

Com m unic a tions .  As  is  s hown  on  P a ge  1  o f S c he du le  4 ,  the  c om m on  e qu ity ra tio s  o f

UNS  Ele ctric  ha ve  be e n a s  follows :1 3

1 4

1 5

1 6

1 7

1 8

1 9

2003

2004

2005

2006

Including S -T De bt
37.6%
40.3%
45.2%
45.0%

Excluding S -T De bt
37.9%
40.5%
45.4%

20 This  indica te s  a  ris ing le ve l of common e quity ove r this  pe riod.

2 1

22 Q~ What a re  the  capita l s truc ture  ra tios  of Unis ource  Energy?

23 The s e  a re  s hown on  P a ge  2  o f S che dule  4 .  The s e  com m on e qu ity ra tios  o f UniS ource

24

25

26

27

28

29

30

31

A.

A.

A.

Ene rgy, on a  consolida te d ba s is , a re  summa rize d be low:

Inc luding  S -T De bt Exc luding S -T De bt
28 .8% 28 .8%
30 .2% 30 .2%
3 l .6% 3 l .6%
33 .6% 33 .7%
34 .9% 35 .8%

2002
2003
2004
2005
2006
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1 These  common equity ra tios  a re  substantia lly less  than those  of UNS Electric.

2

3 Q- Ho w d o  th e  c a p it a l s t r u c tu r e s  o f UNS  E le c t r ic  c o m p a r e  to  th e  o th e r  u t ilit y

4 s ubs idiaries  of Unis ource  Energy?

5

6

This  is  s hown on P a ge  3 of S che dule  4. As  this  indica te s , UNS  Ele ctric a nd UNS  Ga s

have  higher common equity ra tios  than TEP and UniSource  Energy.

7

8 Q- those of investor-owned electric and

9

How do these capital structures compare to

combination gas/electric utilities?

1 0 S che dule  5 shows  the  common e quity ra tios  (including short-te nn de bt in ca pita liza tion)

for the  two groups  of e le ctric utilitie s  cove red by AUS Utility Reports . These  a re :

Yea r Ele ctric
Combina tion Gas

And Ele ctric

1 1

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

2 0

2 1

2002

2003

2004

2005

2006

38%
42%
47%
44%
45%

36%
38%
43%
47%
44%

22 These  common equity ra tios  a re  genera lly s imila r to those  of UNS Electric in 2006.

23

24 Q~ What capita l s truc ture  ra tios  has  UNS Elec tric  reques ted in  this  proceeding?

25

26

A.

A.

A. The  Compa ny re que s ts  use  of its  June  30, 2007 ca pita l s tructure  ra tios . This  conta ins  a

reques ted common equity ra tio of48.85 percent.
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1 Q- What capital structure do you propose to use in this proceeding?

2

3

4

I propose use of the actual capital structure ratios of UNS Electric as of June 30, 2006.

This capital structure reflects the test period per books ratios of the Company. This is very

similar to the June 30, 2007 capital structure proposed by UNS Electric.

5

6 Q- What is  the  cos t ra te  of long-te rm debt in  the  company's  applica tion?

7

8

The Company's filing cites, as of June 30, 2006, a cost of long-term debt of 8.16 percent

and a cost of short-term debt of 6.36 percent. I use these rates in my cost of capital

9 ana lyses .

10

11 Q- Can the cost of common equity be determined with the same degree of precision as

12 the cost of debt?

13

14

15

16

17

18

No. The cost rate of debt is largely determined by interest payments, issue prices, and

related expenses. The cost of common equity, on the other hand, cannot be precisely

quantified, primarily because this cost is an opportunity cost. There are, however, several

models which can be employed to estimate the cost of common equity. Three of the

primary methods - DCF, CAPM, and CE .. are developed in the following sections of my

testimony.

19

20 VII. SELECTION OF PROXY GROUPS

21 Q- How have you estimated the cost of common equity for UNS Electric?

22

23

24

25

26

A.

A.

A.

A. UNS Electric is not a publicly-traded company. Consequently, it is not possible to

directly apply cost of equity models to this entity. Its ultimate parent company, UniSource

Energy, is publicly-traded. As a result, it is possible to conduct direct analyses of its cost

of common equity, although this company's recent financial situation and diversified

nature make its results of limited value. Consequently, it is necessary to analyze groups of
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1 comparison or "proxy" companie s  a s  a  subs titute  for UNS Electric to de te rmine  its  cos t of

2 common equity.

3

4

5

6

7

8

I ha ve  e xa mine d two s uch groups  for compa ris on to UNS  Ele ctric. The  firs t group of

proxy compa nie s  I e xa mine d is  a  group of nine  e le ctric a nd combina tion ga s  e le ctric

compa nie s , s imila r to UniS ource  Ene rgy, s e le cte d ba s e d on the  crite ria  s hown on my

S che dule  6. S e cond is  the  group of e ight combina tion ga s  a nd e le ctric utilitie s  use d by

UNS Electric witness  Grant in his  cos t of capita l ana lyses .

9

1 0 VIII.  DIS C O UNTE D C AS H F LO W ANALYS IS

1 1 Q- What is the theory and methodological basis of the discounted cash flow model?

1 2

1 3

1 4

1 5

The  discounted cash flow mode l is  one  of the  oldes t, a s  we ll a s  the  most commonly-used,

mode ls  for e s tima ting the  cos t of common e quity for public utilitie s . The  DCF mode l is

ba s e d on the  "divide nd dis count mode l" of fina ncia l the ory, which ma inta ins  tha t the

va lue  (price ) of a ny s e curity or commodity is  the  dis counte d pre s e nt va lue  of a ll future

cash flows.1 6

1 7

1 8 The most common variant of the  DCF model assumes tha t dividends a re  expected to grow

a t a  cons ta nt ra te . This  va ria nt of the  divide nd discount mode l is  known a s  the  cons ta nt1 9

20 In  th is  fra me work cos t o f ca p ita l is  de rive d  by the

2 1

growth or Gordon DCF mode l.

following formula :

22
D

K : - - + g
P

23

24

25

26

27

A.

where : K = discount ra te  (cos t of capita l)
P  = current price
D = current dividend ra te
G = constant ra te  of expected growth
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1

2

3

This  formula  e s se ntia lly re cognize s  tha t the  re turn e xpe cte d or re quire d by inve s tors  is

compris e d of two fa ctors : the  divide nd yie ld (curre nt income ) a nd e xpe cte d growth in

dividends  (future  income).

4

5 Q- Please explain how you have employed the DCF model.

6

7

8

I ha ve  utilize d the  cons ta nt growth DCF mode l. In doing so, I ha ve  combine d the  curre nt

dividend yie ld for each group of proxy utility s tocks  described in the  previous  section with

severa l indica tors  of expected dividend growth.

9

10 Q- How did you derive the dividend yield component of the DCF equation?

11

12

13

14

There  a re  seve ra l me thods  tha t can be  used for ca lcula ting the  dividend yie ld component.

These  me thods  gene ra lly diffe r in the  manner in which the  dividend ra te  is  employed, i.e .,

curre nt ve rsus  future  divide nds  or a nnua l ve rsus  qua rte rly compounding of divide nds . I

be lie ve  the  mos t a ppropria te  divide nd yie ld compone nt is  a  divide nd growth va ria nt,

which is  expressed as  follows:15

16

17

0~58)1 +Do(
p
0

. ld :
we

18 This  divide nd yie ld compone nt re cognize s  the  timing of divide nd pa yme nts  a nd divide nd

19 increases o

20

21

22

23

A.

A.

The  P0 in my yie ld ca lcula tion is  the  ave rage  (of high and low) s tock price  for each proxy

company for the  most recent three  month period (March-May 2007). The  DO is  the  current

annua lized dividend ra te  for each proxy company.
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1 Q- How have you estimated the dividend growth component of the DCF equation?

2

3

4

5

The  divide nd growth ra te  compone nt of the  DCF mode l is  us ua lly the  mos t crucia l a nd

controve rs ia l e lement involved in us ing this  me thodology. The  objective  of e s tima ting the

dividend growth component is  to re flect the  growth expected by inves tors  tha t is  embodied

in the  price  (a nd yie ld) of a  compa ny's  s tock. As  s uch, it is  importa nt to re cognize  tha t

6 individua l inve s tors  ha ve  diffe re nt e xpe cta tions a nd cons ide r a lte ra tive  indica tors  in

7

8

de riving the ir e xpe cta tions . This  is  e vide nce d by the  fa ct tha t e ve ry inve s tme nt de cis ion

resulting in the  purchase  of a  particula r s tock is  matched by another investment decis ion to

se ll tha t s tock.9

10

12

13

14

A wide  a rra y of indica tors  e xis t for e s tima ting the  growth e xpe cta tions  of inve s tors . As  a

re s ult, it is  e vide nt tha t no s ingle  indica tor of growth is  a lwa ys  us e d by a ll inve s tors , It

the re fore  is  necessa ry to cons ide r a lte rna tive  indica tors  of dividend growth in de riving the

growth component of the  DCF mode l.

15

16

17

I have  cons ide red five  indica tors  of growth in my DCF ana lyses . These  a re :

2002-2006 (5-yea r ave rage) ea rnings  re tention, or iilndamenta l growth (pe r

Va lue  Line ),

18

19

20

21

22

5-ye a r a ve ra ge  of his toric growth in e a rnings  pe r sha re  (EP S ), divide nds

per share  (DPS), and book va lue  per share  (BVPS) (per Value  Line),

2007, 2008, a nd 2010-2012 proje ctions  of e a rnings  re te ntion growth (pe r

Va lue  Line ),

2004-2006 to 2010-2012 proje ctions  of EP S , DP S , a nd BVP S  (pe r Va lue

23

24

25

A.

4.

2.

3.

5.

1 .

Line ), a nd,

5-ye a r proje ctions  of EP S  growth a s  re porte d in Firs t Ca ll (pe r Ya diool

Fina nce ).
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1

2

3

4

5

6

be lieve  this  combina tion of growth indica tors  is  a  representa tive  and appropria te  se t with

which to begin the  process  of e s tima ting inves tor expecta tions  of dividend growth for the

groups  of proxy companie s . I a lso be lieve  tha t these  growth indica tors  re flect the  types  of

informa tion tha t inve s tors  cons ide r in ma king the ir inve s tme nt de cis ions . As  I indica te d

pre vious ly, inve s tors  ha ve  a n a rra y of informa tion a va ila ble  to the m, a ll of which should

be  expected to have  some impact on the ir decis ion-making process.

7

8 Q- P le a s e  d e s c rib e  yo u r in it ia l DCF c a lc u la tio n s .

9

10

11

S che dule  7 pre s e nts  my DCF a na lys is . P a ge  1 s hows  the  ca lcula tion of the  "ra w" (i.e .,

prior to a djus tme nt for growth) divide nd yie ld for e a ch proxy compa ny. P a ge s  2 a nd 3

s how the  growth ra te  for the  groups  of proxy compa nie s . P a ge  4 s hows  the  "ra w" DCF

12 calcula tions, which are  presented on severa l bases: mean, median, and high va lues. These

results  can be  summarized as  follows:13

14
15
16
17
18

Comparison Group
Grant Group

Me a n
8.5%
8.3%

Me dia n
8.6%
8.3%

Highs
11.7%
11.5%

19

20

2 1

I note  tha t the  individua l DCF ca lcula tions  s hown on S che dule  7 s hould not be  inte rpre te d

to  re fle c t the  e xpe c te d cos t of ca pita l for the  proxy groups ,  ra the r,  the  individua l va lue s

shown should be  inte rpre te d a s  a lte rna tive  infonna tion cons ide re d by inve s tors .

22

23

24

25

The  DCF re sults  in S che dule  7 indica te  a ve ra ge  (me a n a nd me dia n) DCF cos t ra te s  of

about 8.5 pe rcent. The  highes t DCF ra tes  (i.e ., us ing the  s ingle  highes t growth ra te s  only)

a re  about 11% percent. This  indica tes  a  broad range  of DCF results  of 8.5 percent to 11.5

26 pe rce nt.

A.

2 Using only the highes t growth ra te.
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1 Q- What do you conclude from your DCF analyses?

2

3

4

5

Based upon my analyses, I believe a range of 9.5 percent to 10.5 percent represents the

current DCF cost of equity for the proxy groups. This is approximated by the middle of

the DCF calculations for the groups examined in the previous analysis. I recommend a 9.5

percent to 10.5 percent (10.0 percent mid-point) for UNS Electric.

6

7 IX. CAPITAL ASSET PRICING MODEL ANALYSIS

8 Q. Please describe the theory and methodological basis of the capital asset pricing

9 model.

1 0

1 1

1 2

1 3

The Capital Asset Pricing Model ("CAPM") is a version of the risk premium method. The

CAPM describes and measures the relationship between a security's investment risk and

its market rate of return. The CAPM was developed in the 1960s and 1970s as an

extension of modem portfolio theory (MPT), which studies the relationships among risk,

1 4 diversification, and expected returns.

1 5

1 6 Q~ How is the CAPM derived?

1 7

1 8

The general font of the CAPM is:

K = Rf +[1'(R» -R/)

1 9

2 0

2 1

2 2

2 3

2 4

2 5

where  : K = cos t of e quity
Rf = ris k fre e  ra te
Rm =re tum on ma rke t
13 = beta
Rm-Rf = ma rke t ris k pre mium

26

27

28

A.

A.

A.

As noted previously, the CAPM is a variant of the risk premium method. I believe the

CAPM is generally super ior  to the simple r isk premium method because the CAPM

specifically recognizes the risk of a particular company or industry (i.e., beta), whereas the
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1

2

s imple  risk premium method does  not, but ra ther the  s imple  risk premium method assumes

the  same  cos t of equity for a ll companies  exhibiting s imila r bond ra tings .

3

4 Q- What groups  of companies  have  you utilized to  perform your CAPM ana lys es ?

5

6

I ha ve  pe rforme d CAP M a na lyse s  for the  sa me  groups  of proxy utilitie s  e va lua te d in my

DCF ana lyses .

7

8 Q- What ra te  d id  you us e  for the  ris k-free  ra te?

9

1 0

The  firs t te rm of the  CAPM is  the  risk-free  ra te  (Rf). The  risk-free  ra te  re flects  the  leve l of

re turn tha t can be  achieved without accepting any risk.

1 1

1 2

1 3

1 4

In CAP M a pplica tions , the  risk-fre e  ra te  is  ge ne ra lly re cognize d by use  of U.S . Tre a sury

securities . Two ge ne ra l type s  of U.S . Tre a s ury s e curitie s  a re  ofte n utilize d a s  the  Rf

component - short-tenn U.S . Treasury bills  and long-te rm U.S . Treasury bonds .

1 5

1 6

1 7

1 8

I ha ve  pe rforme d CAP M ca lcula tions  us ing the  thre e  month a ve ra ge  yie ld (Ma rch-Ma y

2007) for 20-year U.S . Treasury bonds . Over this  three  month period, these  bonds  had an

average  yie ld of 4.91 percent.

1 9

20 Q- What is beta and what betas did you employ in your CAPM

2 1

22

Beta  is  a  measure  of the  re la tive  vola tility (and thus  risk) of a  pa rticula r s tock in re la tion to

the  overa ll marke t. Be tas  of less  than l a re  considered less  risky than the  marke t, whereas

23 be ta s  gre a te r tha n 1 a re  more  risky. Utility s tocks  tra ditiona lly ha ve  ha d be ta s  be low 1. I

24 utilize d the  mos t re ce nt Va lue  Line  be ta s  for e a ch compa ny in  the  groups  of proxy

25

A.

A.

A.

utilitie s .
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1 Q- How did  you es tima te  the  marke t ris k premium component?

2

3

The  marke t risk premium component (Rm-Rf) represents  the  investor-expected premium of

common s tocks  ove r the  ris k-fre e  ra te , or For the  pu rpos e  o f

4

goven]111ent bonds.

e s tima ting the  ma rke t risk pre mium, I cons ide re d a lte rna tive  me a sure s  of re turns  of the

5 S&P 500 (a  broad-based group of la rge  U.S. companies) and 20-year U.S. Treasury bonds.

6

7

8

9

1 0

1 1

1 2

Firs t, I ha ve  compa re d the  a ctua l a ria l re turns  on e quity of the  S &P  500 with the  a ctua l

annua l yie lds  of U.S . Treasury bonds . Schedule  8 shows the  re turn on equity for the  S&P

500 group for the  pe riod 1978-2005 (a ll a va ila ble  ye a rs  re porte d by S &P ). The  a ve ra ge

re turn on equity for the  S&P 500 group ove r the  1978-2005 pe riod is  14.09 pe rcent, This

Schedule  a lso indica te s  the  annua l yie lds  on 20-yea r U.S . Treasury bonds , a s  we ll a s  the

annua l diffe rentia ls  (i.e ., risk premiums) be tween the  S&P 500 and U.S . Treasury 20-yea r

1 3 bonds . Based upon these  re turns , I conclude  tha t this  ve rs ion of the  risk premium is  about

1 4 6.2 percent.

1 5

1 6

1 7

1 8

I ha ve  a lso cons ide re d the  tota l re turns  (i.e ., divide nds /inte re s t plus  ca pita l ga ins /losse s )

for the  S &P  500 group a s  we ll a s  for the  long-te rm gove rnme nt bonds , a s  ta bula te d by

Ibbotson Associa te s , us ing both a rithme tic a nd ge ome tric me a ns . I ha ve  cons ide re d the

1 9

2 0

2 1

2 2

2 3

tota l re turns  for the  entire  1926-2005 period, which a re  as  follows:

S&P 500 L-T Gov 't Bonds
12.3% 5.8%
10.4% 5.4%

Arithme tic
Geometric

Ris k P re mium
6.5%
5.0%

24

25

26

27

A.

I conclude  from this  tha t the  e xpe cte d risk pre mium is  a bout 5.9 pe rce nt (i.e ., a ve ra ge  of

a ll thre e  risk pre miums). I be lie ve  tha t a  combina tion of a rithme tic a nd ge ome tric me a ns

is  appropria te  s ince  inves tors  have  access  to both types  of means  and, pre sumably, both

types are  reflected in investment decisions and thus s tock prices and cost of capita l.
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1

2
3
4
5
6

Schedule  9 shows my CAPM ca lcula tions  us ing the  risk premium. The  re sults  a re :

Me a n Me dia n
10.6% 10.5%
10.2% 9.9%

Comparison Group
Grant Group

7 Q- What is  your conc lus ion concerning the  CAPM cos t of equity?

8

9

The  CAPM re sults  colle ctive ly indica te  a  cos t of a bout 10 pe rce nt to 10.5 pe rce nt for the

two groups  of comparison utilitie s .

10

11 x . CO MP ARABLE  E ARNING S  ANALYS IS

12 Q- Please describe the basis of the CE methodology.

13

14

15

The  CE  m e thod  is  de rive d  from  the  "corre s ponding  ris k" s ta nda rd  o f the Blu e fie ld a nd

Ho p e ca s e s .  This  m e thod is  thus  ba s e d upon the  e conom ic  conce pt of opportunity cos t.

As  p re v ious ly no te d ,  the  c os t o f c a p ita l is  a n  opportun ity c os t: the  pros pe c tive  re turn

a va ila ble  to inve s tors  from a lte rna tive  inve s tme nts  of s imila r risk.16

17

18

19

20

The  CE m e thod is  de s igne d to m e a s ure  the  re turns  e xpe cte d to be  e a rne d on the  origina l

cos t book va lue  of s imila r ris k e nte rpris e s . Thus , this  me thod provide s  a  dire ct me a s ure  of

the  fa ir re turn,  be ca us e  the  CE m e thod tra ns la te s  into  pra c tice  the  com pe titive  princ iple

2 1 upon which re gula tion is  ba s e d.

22

23

24

25

26

27

28

A.

A.

The  CE me thod norma lly e xa mine s  the  e xpe rie nce d a nd/or proje cte d re turns  on book

common equity. The  logic for re turns  on book equity follows  from the  use  of origina l cos t

ra te  ba se  regula tion for public utilitie s , which use s  a  utility's  origina l book va lue  (re flected

in the  book common equity in its  ba lance  shee t) to de te rmine  the  cos t of capita l. This  cos t

of capita l is , in tum, used a s  the  fa ir ra te  of re turn which is  then applied (multiplied) to the

book va lue  of ra te  base  to e s tablish the  dolla r leve l of capita l cos ts  to be  recovered by the
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1 utility. This  te chnique  is  thus  cons is tent with the  ra te  ba se  me thodology used to se t utility

2 ra te s .

3

4 Q-

5

How have you employed the CE methodology in your analysis of UNS Electric'

common equity cost?

6

7

8

9

1 0

11

1 2

1 3

I conducte d the  CE me thodology by e xa mining re a lize d re turns  on e quity for s e ve ra l

groups of companies  and eva lua ting the  investor acceptance  of these  re turns  by re fe rence

to the  re sulting marke t-to-book ra tios . In this  manner it is  poss ible  to a ssess  the  degree  to

which a  give n le ve l of re turn e qua te s  to the  cos t of ca pita l. It is  ge ne ra lly re cognize d for

utilitie s  tha t marke t-to-book ra tios  of grea te r than one  (i.e ., l 00%) re flect a  s itua tion where

a  company is  able  to a ttract new equity capita l without dilution of book va lue . As  a  re sult,

ma intenance  of a  s tock price  above  book va lue  is  one  measure  of the  fa irness  of a  utility's

authorized cos t of equity.

1 4

1 5

1 6

1 7

1 8

1 9

20

I would further note  tha t the  CE ana lysis , as  I have  employed it, is  based upon marke t da ta

(through the  us e  of ma rke t-to-book ra tios ) a nd is  thus  e s s e ntia lly a  ma rke t te s t. As  a

result, my comparable  ea rnings  ana lys is  is  not subject to the  criticisms occas iona lly made

by s ome  who ma inta in tha t pa s t e a rne d re turns  do not re pre s e nt the  cos t of ca pita l. In

a ddition, my compa ra ble  e a rnings  a na lys is  us e s  pros pe ctive  re turns  a nd thus  is  not

ba ckwa rd looking.

2 1

22 Q- What time periods have you examined in your CE analysis?

23

24

25

26

A.

A. My CE a na lys is  cons ide rs  the  e xpe rie nce d e quity re turns  of the  proxy groups  of utilitie s

for the  pe riod 1992-2006 (i.e ., la s t fifteen yea rs). The  CE ana lys is  requires  tha t I examine

a  re la tive ly long pe riod of time  in orde r to de te rmine  trends  in ea rnings  ove r a t lea s t a  full

bus ine ss  cycle . Furthe r, in  e s tima ting  a  fa ir le ve l of re turn  for a  fu ture  pe riod , it is
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1

2

3

4

5

importa nt to e xa mine  e a rnings  ove r a  dive rse  pe riod of time  in orde r to a void a ny undue

influe nce  from unusua l or a bnorma l conditions  tha t ma y occur in a  s ingle  ye a r or shorte r

pe riod. The re fore , in fanning my judgment of the  current cos t of equity I have  focused on

two pe riods : 2002-2006 (the  la s t five  yea rs  - the  ave rage  length of a  bus iness  cycle ) and

1992-2001 (the  most recent comple te  business cycle).

6

7 Q. Pleas e  des cribe  your CE analys is .

8

9

1 0

S che dule s  10 a nd ll conta in s umma rie s  of e xpe rie nce d re turns  on e quity for s e ve ra l

groups  of compa nie s , while  S che dule  12 pre s e nts  a  ris k compa ris on of utilitie s  ve rs us

unregula ted firms .

1 1

1 2 S che dule  10 shows  the  e a rne d re turns  on a ve ra ge  common e quity a nd ma rke t-to-book

ra tios  for the  two groups  of proxy utilitie s . These  can be  summarized a s  follows:1 3

1 4

1 5

1 6

1 7

1 8

1 9

Group
Comaprison Group
Grant Group

His toric
ROE M/B

9.0-10.2% 153-154%
9.5-10.6% 148-153%

Prospective
ROE

10.6-10.7%
9.5-10.3%

20

2 1

22

23

24

The s e  re s ults  indica te  tha t his toric re turns  of 9.0-10.6 pe rce nt ha ve  be e n a de qua te  to

produce  ma rke t-to-book ra tios  of 148-154 pe rce nt for the  groups  of proxy utilitie s .

Furthe rmore , proje cte d re turns  on e quity for 2007, 2008, a nd 2010-2012 a re  within a

range  of 9.5 pe rcent to 10.7 pe rcent for the  utility groups . These  re la te  to 2006 marke t-to-

book ra tios  of 151 percent or higher.

25

26 Q. Have you also reviewed earnings of unregulated firms?

27

28

A.

A. Ye s . As  a n a lte rna tive , I a ls o e xa mine d a  group of la rge ly unre gula te d finns . I ha ve

e xa mine d the  S ta nda rd & P oor's  500 Compos ite  group, s ince  this  is  a  we ll re cognize d
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1

2

3

4

5

group of finns  tha t is  wide ly utilize d in the  inve s tme nt community a nd is  indica tive  of the

competitive  sector of the  economy. Schedule  11 presents  the  earned re turns  on equity and

ma rke t-to-book ra tios  for the  S &P  500 group ove r the  pa s t fourte e n ye a rs . As  th is

Schedule  indica tes , over the  two periods  this  group's  average  ea rned re turns  ranged from

12.2 to 14.7 pe rcent with marke t-to-book ra tios  ranging from 299 to 341 percent.

6

7 Q- How can the above information be used to estimate the cost of equity for UNS

8 Elec tric ?

9

1 0

11

1 2

1 3

1 4

1 5

The  re ce nt e a rnings  of the  proxy u tility a nd S &P  500 groups  ca n  be  u tilize d  a s  a n

indica tion of the  le ve l of re turn re a lize d a nd e xpe cte d in the  re gula te d a nd compe titive

s e ctors  of the  e conomy. In orde r to a pply the s e  re turns  to the  cos t of e quity for proxy

utilitie s , howe ve r, it is  ne ce s s a ry to compa re  the  ris k le ve ls  of the  utility indus trie s  with

those  of the  compe titive  sector. I have  done  this  in Schedule  12, which compares  seve ra l

ris k indica tors  for the  S &P  500 group a nd the  utility groups . The  informa tion in  this

s che dule  indica te s  tha t the  S &P  500 group is  s lightly more  ris ky tha n the  utility proxy

1 6 groups .

1 7

1 8 Q. What return on equity is indicated by the CE analysis?

1 9

20

2 1

22

23

24

25

26

A.

A. Ba s e d on the  re ce nt e a rnings  a nd ma rke t-to-book ra tios , I be lie ve  the  CE a na lys is

indica te s  tha t the  cos t of equity for the  proxy utilitie s  is  no more  than 10 pe rcent. Recent

re turns  of 9.0-10.6 pe rce nt ha ve  re s ulting in ma rke t-to-book ra tios  of 148 a nd gre a te r.

P ros pe ctive  re turns  of 9.5 to 10.7 pe rce nt ha ve  be e n a ccompa nie d by ma rke t-to-book

ra tios  of ove r 151 pe rce nt. As  a  re sult, it is  a ppa re nt tha t re turns  be low this  le ve l would

result in marke t-to-book ra tios  of we ll above  100 pe rcent. Ar1 ea rned re turn of 10 pe rcent

or le ss  should thus  re sult in a  marke t-to-book ra tio of a t le a s t 100 pe rcent. As  I indica ted

ea rlie r, the  fact tha t marke t-to-book ra tios  subs tantia lly exceed 100 pe rcent indica te s  tha t
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1

2

his toric and prospective  re turns  of 10 percent re flect ea rnings  leve ls  tha t exceed the  cost of

equity for those  regula ted companies .

3

4 XI. R E TUR N O N E Q UITY R E C O MME NDATIO N

5 Q- Pleas e  s ummarize  the  res ults  of your three  cos t of equity analys es .

6

7
8
9

10
11

My three  me thodologie s  produce  the  following:

Discounted Cash Flow
Ca pita l Asse t P ricing Mode l
Comparable  Earnings

9.5-10.5% <10.0% mid-point)
10.0-10.5% (10.25% mid-point)

10.0%

12

13

14

15

16

My overa ll conclus ion from these  results  is  an overa ll range  of 9.5 pe rcent to 10.5 pe rcent,

which focuses  on the  re spective  ranges  of my individua l mode l findings . Focus ing on the

respective  mid-points , the  range  is  10 pe rcent to 10.25 pe rcent. I conclude  tha t the  cos t of

e quity ra te  for UNS  Ele ctric is  in the  ra nge  from 9.5 pe rce nt to 10.5 pe rce nt (mid-point

10.0 percent).

17

XII. TO TAL CO S T O F CAP ITAL

What is  the  to ta l cos t of capita l for UNS Elec tric?

18

19

2 0

Q-

21

22

23

S che dule  13 re fle cts  the  tota l cos t of ca pita l for the  Compa ny us ing the  June  30, 2006

capita l s tructure  and cos ts  of long-te rm and short te rn debt, and my common equity cos t

re comme nda tions . The  re s ulting tota l cos t of ca pita l is  a  ra nge  of 8.74 pe rce nt to 9.23

pe rce nt, with a  mid-point of 8.99 pe rce nt. I re comme nd tha t this  8.99 tota l cos t of ca pita l

be  e s tablished for UNS Electric.24

A.

A.



Direct Testimony of David C. Parnell
Docket No. E-04204A-06-0783
Page 31

1 Q-

2

Do e s  yo u r  c o s t  o f c a p ita l r e c o m m e n d a t io n  p ro vid e  th e  c o m p a n y w ith  a  s u ffic ie n t

le ve l o f e a rn in g s  to  m a in ta in  its  fin a n c ia l in te g rity?

3

4

Ye s , it doe s . S che dule  14 s hows  the  pre -ta x cove ra ge  tha t would  re s ult if UNS  Ele c tric

e a rne d the  mid-point of my cos t of ca pita l re comme nda tion. As  the  re s ults  indica te , the

5

6

mid-point of my recommended range would produce a coverage level within the

benchmark range for an A rated utility.

7

8 XIII. COMMENTS ON COMPANY TESTIMONY

9 Q- Have you reviewed the testimony and cost of capital recommendation of UNS

Electric witness Kenton C. Grant?1 0

Ye s , I ha ve . Mr. Gra nt is  re comme nding the  following cos t of ca pita l for UNS Ele ctric:1 1

1 2

1 3

1 4

1 5

1 6

Capital Item
Short-term Debt
Long-tenn Debt
Common Equity
Total

P e rc e n t

3.97%
47 .  18%

48.85%
100.0%

Cost
6.36%
8.22%

11.80%

Weighted Cost
0.25%
3.88%
5.76%
9.89%

17

Mr. Grant's  11.8 percent cos t of common equity recommenda tion is  de rived as  follows :1 8

1 9

2 0

2 1

2 2

DCF
CAPM

Range
9.7-10.5%
9.8-11.2%

Me dia n
10.4%
10.5%

23

24 Q- Do you have any comments concerning Mr. Grant's DCF analysis and

recommendations?25

26

27

28

A.

A.

A. I note  tha t Mr. Gra nt's  9.7-10.5 pe rce nt DCF conclus ions  do not va ry s ignifica ntly from

my DCF conclus ions  of 9.0-10.5 pe rce nt. As  a  re sult, I ha ve  no furthe r cormne nts  on his

DCF analyses  and conclusions a t this  time.
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1 Q- What are your comments concerning Mr. Grant's CAPM analysis and conclusions?

2

3

4

5

Mr. Gra nt's  CAP M a na lys is  ta ke s  the  following font:
Risk-free  ra te = 4.84% = September, 2006 20-yr. T bonds  Yie ld

Ibbotson risk pre mium

Va lue  Line

Ris k P re mium

Be ta

7.1%

6 My prima ry disa gre e me nt is  with Mr. Gra nt's  risk pre mium input.

7

8

9

1 0

1 1

1 2

My dis a gre e me nts  with Mr. Gra nt's  ris k pre mium is  his  e xclus ive  re lia nce  on the  1926-

2005 a rithme tic a ve ra ge  diffe re nce s  be twe e n la rge  compa ny s tocks  (i.e ., S &P  500) a nd

long-te nn Tre a sury bonds . As  I indica te d e a rlie r in my te s timony, it is  pre fe ra ble  to use

multiple  source s  of risk pre mium me a sure s , a s  I ha ve  done . Mr. Gra nt's  7.1 pe rce nt risk

pre mium us e d only a rithme tic re turns , a nd ignore s  ge ome tric (compound) re turns  in

1 3 de riving  the  ris k pre mium compone nt of the  CAP M. This  is  not prope r. Wha t is

1 4

1 5

1 6

importa nt is  not wha t Mr. Gra nt a nd I be lie ve , but wha t inve s tors  re ly upon in ma king

investment decis ions. It is  apparent tha t investors  have  access  to both types of re turns, and

correspondingly use  both types of re turns, when they make  investment decis ions.

1 7

1 8

1 9

20

2 1

In fact, it is  noteworthy tha t mutua l fund inves tors  regula tory rece ive  reports  on the ir own

funds , a s  we ll a s  pros pe ctive  funds  the y a re  cons ide ring inve s ting in, tha t s how only

geometric re turns . Based on this , I find it difficult to a cce pt Mr. Gra nt's  pos ition tha t only

a rithme tic re turns  a re  cons ide re d by inve s tors , a nd, thus , only a rithme tic re turns  a re

22 appropria te  in a  CAPM context.

23

24 Q. Does  Mr. Grant us e  va lue  line  information in  his  cos t of capita l ana lys es ?

25

A.

A. Yes, he does.
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1 Q- Do  th e  va lu e  lin e  re p o rts  c ite d  in  h is  te s timo n y s h o w h is to ric  g ro wth  ra te s  fo r th e

2 e le c t r ic  u t ilit ie s ?

3 Yes, they do.

4

5 Q- Do  th e s e  va lu e  lin e  re p o r t s  s h o w  h is to r ic  re tu rn s  o n  a n  a r ith m e t ic  b a s is ?

6 No, they do not.

7

8 Q- Do the value line reports show historic returns on a geometric, or compound growth

9 rate  bas is ?

1 0

1 1

Yes, they do. As  a  re sult, any inves tor reviewing Va lue  Line , a s  Mr. Grant does , would be

using geometric growth ra tes , not a rithmetic growth ra tes .

1 2

13 Q- Is it you position that only geometric growth rates be used?

1 4

15

No. I be lie ve  tha t both a rithme tic a nd ge ome tric growth ra te s  should be  use d. This  is  the

case since investors have access to both and presumably use both.

1 6

1 7 Q- Mr. Grant a ls o  makes  an  adjus tment for the  s ize  of UNS Elec tric , is  th is  proper?

1 8

1 9

No ,  it is  n o t. UNS  Ele ctric  doe s  not ra is e  its  own e quity ca pita l (a s  it come s  from

UniSource  Energy) and its  debt is  gua ranteed by UES. As  a  re sult, it is  these  entitie s  tha t

20 are  eva lua ted by investors  and it is  the  s ize  of these  entitie s  tha t inves tors  consider. Inoue

2 1

22

A.

A.

A.

A.

A.

in this  re ga rd, tha t UniS ource  Ene rgy a s  s ome  $1.4 billion ma rke t va lue  of e quity a nd

Value  Line  describes  this  Company as  a  "Mid Cap" s tock.
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1 Q- Mr. Gra n t a ls o  c ite s  th e  g ro wth  o f UNS  Ele c tric  a s  a  ris k in d ic a to r. Do  yo u  a g re e

2 with  th is ?

3

4

No ,  I d o  n o t. My e a rlie r te s timony cite s  a  S &P  a na lys is  of UniS ource  Ene rgy tha t

describes  the  UNS Electric and UNS Energy components  a s  "low-risk."

5

6 Q.

7

Mr. Grant also claims, on page 23, that his 11.8 percent recommendation is

"reasonable" in comparison to the authorized returns on equity for other electric

8 utilities. Do you have any response to this?

9

10

Ye s , I do. The  source  Mr. Gra nt is  quoting - Re gula tory Re se a rch Associa te s  - compile s

the  a uthorize d re turns  on e quity for u tilitie s , including e le ctric  u tilitie s . I n o te  th e

11

12
13
14
15
16
17
18
19

following tre nd in a uthorize d re turns  on e quity ove r the  pa s t s e ve ra l ye a rs  :

2000 11 .43%
2001 11.09%
2002 11.16%
2003 10.99%
2004 10.75%
2005 10.54%
2006 10.36%

20

2 1

22

23

24

It is  a ppa re nt from this  tha t a ve ra ge  a uthorize d re turns  on e quity ha ve  not be e n a s  high a s

11.8 pe rce nt s ince  a t le a s t 2000 a nd the y ha ve  not be e n a s  high a s  11.0 pe rce nt s ince  2002.

It is  a ls o  a ppa re nt tha t the  a ve ra ge  le ve l of a u thorize d  re turn  on  e quity ha s  de c line d  in

e a ch  ye a r s ince  2002  a  pe riod  of four ye a rs . It is  thus  a ppa re n t tha t Mr.  G ra n t's  11 .8

pe rce nt re que s te d re turn on e quity ignore s  both the  tre nd a nd le ve l of a uthorize d re turns .

25

26 Q- Do you have any comments on Mr. Grant's recommendation for UNS Electric?

Yes , I do. Mr. Grant's  DCF and CAPM findings  can be  summarized a s  follows :27

28

29

30

A.

A.

A.

Low End
High End
Mid-Point

DC F
9 .7 %

10.5%
10.1%

CAP M
9.8%

11.2%
10.5%

Re com m e nda tion
9 .7%

11.2%
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1

2

3

4

5

6

7

8

9

1 0

1 1

1 2

1 3

It is  a ppa re nt tha t, ha d Mr. Gra nt focus e d on the  re s pe ctive  mid-points  of his  DCF a nd

CAP M ra nge s , his  re comme nda tion s hould ha ve  be e n a  ra nge  of 10.1 pe rce nt to 10.8

pe rce nt, which is  s imila r to my re comme nde d ra nge . Howe ve r, his  re comme nda tion

ins te a d focuse s  on the  top e nd of the  CAP M ra nge , or 11.2 pe rce nt, which is  the  CAP M

re s ult for a  s ingle  compa ny. Furthe r, a s  is  e vide nt from Mr. Gra nt's  Exhibit KCG-5, the

ave rage  CAPM result excluding Cleco Corp. (whose C AP Mre sult is  13.7 pe rce nt, or 250

bas is  points  higher than his  next highes t CAPM ra te  --. 11.2 pe rcent) is  10.5 pe rcent. This

10.5 pe rcent is  a lso the  median CAPM re sult excluding Cleco. In addition, had Mr. Grant

more  a ppropria te ly focus e d on the  me dia n re s ults  of his  DCF a rid CAP M mode ls , his

conclus ions  would ha ve  be e n 10.35 pe rce nt to 10.5 pe rce nt a nd ha d he  focuse d on the

average  re sults  his  conclus ions  would have  been 10.2 pe rcent to 10.5 pe rcent. Aga in, his

11.2 pe rcent upper end represents  the  CAPM result of a  s ingle  company, which ultima te ly

drives his  9.7 percent to 11.2 percent recommendation.

1 4

1 5

1 6

1 7

1 8

1 9

20

In  a ddition, Mr. Gra nt compounds  his  ove r-s ta te me nt of the  cos t of e quity for UNS

Electric by adding s ixty bas is  points  to his  9.7 pe rcent to 11.2 pe rcent range  to re flect the

"de cide dly riskie r" na ture  of UNS  Ele ctric's  ope ra tions  re la tive  to the  compa ra ble  group.

This  s ixty ba s is  point a djus tme nt is  ba se d on the  diffe re ntia l in yie lds  be twe e n Triple -B

utility bonds  a nd Double -B utility bonds , which implicitly a rid incorre ctly a s s ume s  tha t

UNS Electric is  a  non-inves tment grade  company.

2 1

22

23

24

25

26

Fina lly, Mr. Grant's  11.8 pe rcent recommenda tion for UNS Electric is  based on the  uppe r

e nd of his  modifie d re comme nde d ra nge  (i.e ., 10.3 pe rce nt to 11.8 pe rce nt), which in

e s s e nce  me a ns  tha t his  re comme nda tion is  ba s e d on the  CAP M re s ults  for a  s ingle

company, adjus ted upward by s ixty bas is  points  based on an e rroneous  a ssumption tha t

UNS Electric is  a  non-inves tment grade  company.
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1 XIV. UNS  E LE CTRIC P RO P O S AL TO  AP P LY CO S T O F CAP ITAL TO  FAIR VALUE

2 RATE BASE

3 Q-

4

What is your understanding of UNS Gas' proposal to apply the company's cost of

captial to a fair value rate base?

5

6

7

8

9

10

According to Schedule  A-1, UNS Electric is  propos ing tha t the  tota l cos t of capita l for the

Compa ny be  a pplie d to the  "fa ir va lue " of the  Compa ny's  ra te  ba s e . This  re que s t is

a ppa re ntly be ing ma de  in  re s pons e  to  a  re ce nt Arizona  Court of Appe a ls  de cis ion

rega rding Chaparra l City Wate r Company. I note , on the  othe r hand, tha t no UNS Electric

witne s s  a ppe a rs  to be  e ndors ing this  ra te ma king tre a tme nt. In pa rticula r, Mr. P igna te lli

and Mr. Grant, the  two witne sse s  who addre ss  the  Company's  cos t of capita l, do not cite

11 this .

12

13 Q-

14

Have you reviewed this decision and do you have any comments on your

understanding of its implications for this ease?

15

16

17

Ye s , I do. My "non-le ga l unde rs ta nding" of this  de cis ion is  tha t the  Commis s ion mus t

cons ide r the  fa ir va lue  of a  utility's  a s se ts  in s e tting ra te s . Howe ve r, I do not a gre e  with

UNS  Ele ctric tha t this  implie s  tha t the  Compa ny's  cos t of ca pita l mus t be  a pplie d to the

fa ir value  of the  ra te  base .18

19

20

21

22

23

24

25

26

A.

A.

My "non-le ga l unde rs ta nding" of the  Court de cis ion indica te s  tha t the  Court a gre e d with

the  Commiss ion tha t "the  cos t of ca pita l a na lys is  'is  ge a re d to conce pts  of origina l cos t

measure s  of ra te  ba se , not fa ir va lue  measure s  of ra te  ba se ' and thus  was  appropria te ly

applied he re  to the  OCRB." The  decis ion went on to s ta te  "If the  Commiss ion de te rmines

tha t the  cost of capita l ana lysis  is  not the  appropria te  methodology to de te rmine  the  ra te  of

re turn to be  a pplie d to the  FVRB, the  Commis s ion ha s  the  dis cre tion to de te rmine  the

appropria te  me thodology."
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1 Q-

2

Do you have any observations based upon your own experience in cost of capital

determination, as to whether the cost of capital is consistent with a fair value rate

3 base?

4 A.

5

6

7

8

9

10

11

12

13

14

15

Yes, I do. It is my personal experience, based upon over 35 years of providing cost of

capital testimony, that the entire concept of cost of capital is designed to apply to an

original cost rate base. This is the case since the cost of capital is derived from the

liabilities/owners' equity side of a utility's balance sheet using the book values of the

capital structure components. The cost of capital, once determined, is then applied to (i.e.,

multiplied by) the rate base, which is derived from the asset side of the balance sheet.

From a financial, as well as regulatory, perspective, the rationale for this relationship is

that the rate base is financed by the capitalization. Under this relationship, a provision is

provided for investors (both lenders and owners) to receive a return on their invested

capital. Such a relationship is meaningful as long as the cost of capital is applied to the

original cost (i.e., book value) rate base, because there is a matching of rate base arid

capitalization.

16

17

18

19

20

21

When the  concept of fa ir va lue  ra te  base  is  incorpora ted, howeve r, this  link be tween ra te

base  and capita l s tructure  is  broken. The  "excess" of fa ir va lue  ra te  base  over origina l cos t

ra te  ba s e  is  not fina nce d with inve s tor-s upplie d funds  a nd, inde e d, the  e xce s s  is  not

financed a t a ll. As  a  result, the  cos t of capita l ca rlnot be  applied to the  fa ir va lue  ra te  base

since  there  is  no financia l link be tween the  two concepts .

22

23 Q-

24

Why is it important that there be a link between the concepts of rate case and cost of

capital?

25

26

A. This link is important since financial theory, as well as regulatory precedent, indicates that

investors should be provided an opportunity to earn a return on the capital they provided



Direct Testimony of David C. Purcell
Docket No. E-04204A-06-0_83
Page 38

1

2

to the  utility. S ince  the  ca pita l fina nce s  the  ra te  ba s e  (in a n origina l cos t world) the  link

be tween cost of capita l and ra te  base  sa tisfies  this  financia l and regula tory objective .

3

4 Q-

5

6

Based on your experience as a cost of capital witness over the past 35 years, do you

have a proposed solution for the commission to account for the use of a fair value

rate base in setting rates for UNS Electric?

7

8

9

10

1 1

1 2

1 3

Yes, I do. Since the differential between fair value rate base and original cost rate base is

not financed with investor-supplied funds, it is logical and appropriate to assume that this

excess has no cost. As a result, the cost of capital, through the capital structure, can be

modified to account for a level of cost-free capital in an equal dollar amount to the excess

of fair value rate base over the original cost rate base. Such a procedure would still

provide for a return being earned on all investor-supplied funds and thus be consistent

with financial and regulatory standards.

1 4

1 5 Q- Has the staff made such a proposal in this proceeding?

1 6

1 7

1 8

Yes, it has. Staff witness Ralph Smith has re-cast my cost of capital calculation in a

fashion that incorporates my surrebuttal position. As this indicates, the "fair value cost of

capital" for UNS Electric is 7.01 percent.

1 9

20 Q- Does this conclude your pre-filed direct testimony?

2 1

A.

A.

A. Ye s , it doe s .
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Advised financia l ins titutions  on inte res t ra te  s tructure  and loan maturity. Tes tified be fore  Virginia
Sta te  Corpora tion Commission on maximum ra tes  for consumer finance  companies .

Testified before  several committees and
banking matte rs .

subcommittees of Virginia  General Assembly on numerous

Clients  have  included Firs t Na tiona l Bank of Rocky Mount, Pa trick Henry Na tiona l Bank, Peoples
Bank of Danville , Blue  Ridge  Bank, Bank of Essex, and S igne t Bank.

P ub lis he d  a rtic le s  in  la w re vie ws  a nd  o the r pe riod ica ls
banking/tinancia l se rvices  indus try.

on  s truc tu re  a nd  re gu la tion  o f

Utility Economics -- Performed numerous financia l s tudies  of regula ted public utilities . Testified in
over 300 cases before  some thirty sta te  and federal regulatory agencies.

Prepared numerous ra te  of re turn studies incorporating cost of equity detennination based on DCF,
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Arizona , Dis trict of Columbia , Florida , Ge orgia , Ha wa ii, Illinois , India na , Ka ns a s , Ke ntucky,
Ma ryla nd, Ne va da , Ne w Me xico, Ohio, Okla homa , Pe nnsylva nia , South Ca rolina , Te xa s , Uta h,
Vemiont, Virginia , and West Virginia , federal agencies including Defense  Communications Agency,
the  De pa rtme nt of Ene rgy, De pa rtme nt of the  Na vy, a nd Ge ne ra l Se rvice s  Adminis tra tion, a nd
va rious  organiza tions  such a s  Ba th Iron Works , Illinois  Citizens ' Utility Boa rd, Illinois  Gove rnor's
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Office of Consumer Services, Illinois Small Business Utility Advocate, Wisconsin's Environmental
Decade, Wisconsin's Citizens Utility Board, and Old Dominion Electric Cooperative.

Insurance Economics -- Conducted analyses of the relationship between the investment income
earned by insurance companies on their  portfolios and the premiums charged for insurance.
Analyzed impact of diversification on financial strength of Blue Cross/Blue Shield Plans in Virginia.

Conducted studies of profitability and cost of capital for property/casualty insurance industry.
Evaluated risk of and required return on surplus for various lines of insurance business.

Presented expert testimony before Virginia State Corporation Commission concerning cost of capital
and expected gains from investment portfolio. Testified before insurance bureaus of Maine, New
Jersey, North Carolina, Rhode Island, South Carolina and Vermont concerning cost of equity for
insurance companies.

Prepared cost of capital and investment income return analyses for numerous insurance companies
concerning several lines of insurance business. Analyses used by Virginia Bureau of Insurance for
purposes of setting rates.

Special Studies -- Conducted analyses which evaluated the financial and economic implications of
legislative and administrative changes. Subj et matter of analyses include returnable bottles, retail
beer sales, wine sales regulations, taxi-cab taxation, and bank regulation. Testified before several
Virginia General Assembly subcommittees.

Testified before Virginia ABC Commission concerning economic impact of mixed beverage license.

Clients include Virginia Beer Wholesalers, Wine Institute, Virginia Retail Merchants Association,
and Virginia Taxicab Association.

Franchise, Merger & Anti-Trust Economics -- Conducted studies on competitive impact on market
structures due to j hint ventures, mergers, franchising and other business restructuring. Analyzed the
costs and benefits to parties involved in mergers. Testified in federal courts and before banking and
other regulatory bodies concerning the structure and performance of markets, as well as on the
impact of restrictive practices.

Clients served include Dominion Bankshares, asphalt contractors, and law firms.

Transportation Economics -- Conducted cost of capital studies to assess profitability foil pipelines,
trucks, taxicabs and railroads. Analyses have been presented before the Federal Energy Regulatory
Commission and Alaska Pipeline Commission in rate proceedings. Served as a consultant to the
Rail Services Planning Office on the reorganization of rail services in the U.S.
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Economic Loss  Analvses -... Testified in federa l courts , s ta te  courts , and other adjudica tive  forums
regarding the  economic loss  susta ined through personal and business injury whether due  to bodily
hand, discrimination, non-performance, or anticompetitive  practices. Testified on economic loss to a
commercia l bank resulting from publica tion of adverse  information concerning solvency. Testimony
has been presented on behalf of priva te  individuals  and business firms.

ME MB E R S HIP S

American Economic Associa tion
Virginia  Associa tion of Economis ts
Richmond Socie ty of Financia l Ana lys ts
Financia l Ana lys ts  Federa tion
Socie ty of Utility and Regula tory Financia l Ana lys ts

Boa rd of Dire ctors 1992-2000
Secretary/Treasurer 1994-1998
President 1998-2000

R E S E AR C H AC TIVITY

Books and Major Research Reports

"S tock P rice  As  An Indica tor of Pe rforma nce ," Ma s te r fArts  The s is , Virginia  Te ch, 1970

"Revision of the Property and Casualty Insurance Ratemaking Process Under Prior Approval
in the  Commonwe a lth of Virginia ," pre pa re d for the  Bure a u of Insura nce  of the  Virginia
Sta te  Corpora tion Commission, with Charles  Schotta  and Michae l J . Ilea , 1971

"An a na lys is  of the  Virginia  Cons ume r Fina nce  Indus try to De te rmine  the  Ne e d for
Res tructuring the  Ra te  and S ize  Ce ilings  on Sma ll Loans  in Virginia  and the  P rocess  by
which They a re  Governed," prepared for the  Virginia  Consumer Finance  Associa tion, with
Michae l J . Ilea , 1973

S ta te  Ba nks  a nd the  S ta te  Corpora tion Commis s ion: A His torica l Re vie w, Te chnica l
Associa tes, Inc., 1974

"A S tudy of the  Implica tions  of the  Sa le  of Wine  by the  Virginia  Depa rtment of Alcoholic
Beverage  Control", prepared for the  Virginia  Wine  Wholesa lers  Associa tion, Virginia  Reta il
Merchants  Associa tion,
Virginia  Food Dea le rs  Associa tion, Virginia  Associa tion of Cha in Drugs tore s , Southland
Corpora tion, and the  Wine Institute , 1983 .
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"P e rforma nce  a nd Dive rs ifica tion of the  Blue  Cros s /Blue  S hie ld P la ns  in Virginia : An
Operational Review", prepared for the  Bureau oflnsurance  of the  Virginia  Sta te  Corpora tion
Commiss ion, with Michae l J . Ilea  and Alexander F. Skidpan, 1988.

The  Cos t of Ca pita l - A P ra ctitione rs ' Guide, S ocie ty of Utility a nd Re gula tory Fina ncia l
Analysts , 1997 (previous editions  in 1991, 1992, 1993, 1994, and 1995).

Papers  Pres ented and Artic les  Publis hed

"The Differentia l Effect of Bank Structure  on the  Transmission of Open Market Operations,"
Weste rn Economic Associa tion Meeting, with Charles  Schotta , 1971

"The  Economic Obje ctive s  of Re gula tion: The  Tre nd in Virginia ," (with Micha e l J . Ile a ),
Willia m a nd Ma rv La w Re vie w, Vol. 14, No. 2, 1973

"Evolution of the  Virginia  Banking S tructure , 1962-1974: The  Effects  of the  Buck-Holland
Bill", (with Micha e l J . Ile a ), Willia m a nd Ma w La w Re vie w, Vo l. 16, No. 3, 1975

"Banking Structure  and Sta tewide  Branching: The  Potentia l for Virginia",Willia m a nd Ma rv
La w Re vie w, Vol. 18, No. l, 1976

"Ba nk Expa ns ion a nd Ele ctronic Ba nking: Virginia  Ba nking S tructure  Cha nge s  P a s t,
Present, and Future ," William and Mary Bus iness  Review," Vol. l, No. 2, 1976

"Ele ctronic Ba nking - Wa ve  of the  Future ? " (with  J a me s  R. Ma rcha nd), J ourna l of
Management and Business Consulting, Vol. 1, No. 1, 1976

"The  Pricing of Electricity" (with James R. Marchand),Journal ofManagernent and Business
Consulting, Vol. l, No. 2, 1976

"The  Public Inte res t - Bank and Savings  and Loan Expansion in Virginia" (with Richard D.
Rogers ),Unive rs ity of Richmond La w Re vie w, Vol. 11, No. 3, 1977

"When Is  It In the  'Public Interest' to Authorize  a  New Bank'?",Unive rs ity of Richmond Law
Re vie w, Vol. 13, No. 3, 1979

"Banking Deregula tion and Its  Implica tions  on the  Virginia  Banking Stnlcture ,"Willia m a nd
Mary Business  Review, Vol. 5, No. 1, 1983

"The Impact of Reciprocal Intersta te  Banking Statutes on The Performance of Virginia  Bank
S tocks", with Willia m B. Ha nsson, Virginia  Socia l Science  Journa l, Vol. 23, 1988
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"The  Fina ncia l P e rforma nce  of Ne w Ba nks  in Virginia ", Virginia  Socia l Scie nce  Journa l,
Vol. 24, 1989

"Ide ntifying a nd Ma na ging Community Ba nk P e rforma nce  Afte r De re gula tion", with
Willia m B. Ha nsson, Journa l of Manageria l Issues , Vol. II, No. 2, Summe r 1990

"The  Flota tion Cost Adjus tment To Utility Cos t ofColnlnon Equity - Theory, Measurement
and Implementa tion," presented a t Twenty-Fifth Financia l Forum, Na tiona l Socie ty oRa te
of Re turn Analysts , Philade lphia , Pennsylvania , April 28, 1993 .

Biogra phy of Moon Edison Bris tow,Dictiona ry of Virginia  Biogra phy, Volume 2, 2001 .
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ECONOMIC INDICATORS

YEAR

REAL
GDP

GROWTH

IND
PROD

GROWTH
UNEMP
RATE CPI PPI

1975 .. 1982 Cycle

1975
1976
1977
1978
1979
1980
1981
1982

-1.1%
5.4%
5.5%
5.0%
2.8%
-0.2%
1.8%
-2.1%

-8.9%
10.8%
5.9%
5.7%
4.4%
-1.9%
1 9 %
-4.4%

8.5%
7 7 %
70°/<>
5 0 %
5 8 %
7 0 %
7 5 %
9.5%

7.0%
4.8%
6 8 %
9,0%

13.3%
12.4%
8.9%
3.8%

6.6%
3.7%
6.9%
9,2%

1 2 8 %
11.8%
7.1%
3.6%

1983 - 1991 Cycle

1983
1984
1985
1986
1987
1988
1989
1990
1991

4.0%
6.8%
3.7%
3.1%
2.9%
3.8%
3.5%
1.8%
-0.5%

3.7%
9.3%
1.7%
0.9%
4.9%
4.5%
1.8%
-0.2%
-2.0%

9.5%
7 5 %
7.2%
7 0 %
6.2%
5.5%
5.3%
5.6%
6.8%

3.8%
3 9 %
3.8%
1.1%
4.4%
4.4%
4 6 %
6.1%
3 1 %

0.6%
1 7 %
1.8%
-2.3%
2 2 %
4 0 %
4.9%
5 7 %
-0.1%

1992 _ 2001 Cycle

1992
1993
1994
1995
1996
1997
1998
1999
2000
2001

3.0%
2.7%
4.0%
2.5%
3.1%
4.5%
4.2%
4.5%
3.7%
0.8%

3.1%
3.3%
5.4%
4.8%
4.3%
7.2%
6.1%
4.7%
4.5%
-3.5%

7 5 %
8.9%
6.1%
5 6 %
5.4%
4,9°/>
4 5 %
4 2 %
4.0%
4 7 %

2.9%
2.7%
2.7%
2.5%
3.3%
1.7%
1.8%
2.7%
3.4%
1.6%

1.6%
0.2%
1.7%
2.3%
2.8%
-1 .2%
0.0%
2.9%
3.6%
-1 .6%

Current Cycle

2002
2003
2004
2005
2006

1.6%
2.5%
3.9%
3.2%
3.3%

0.0%
1.1%
2.5%
3.2%
3.9%

5.8%
6.0%
5.5%
5.1%
4.6%

2.4%
1.9%
3.3%
3.4%
2.5%

1.2%
4.0%
4.2%
5.4%
1.1%

2002
1st Qtr.
2nd Qtr,
3rd Qtr.
4th Qtr,

2.7%
2.2%
2.4%
0.2%

-3.8%
-1.2%
0.8%
1.4%

5.6%
5,9%
5 8 %
5 8 %

2.8%
0 9 %
2 4 %
1 6 %

4 4 %
-2.0%
1.2°/o
0.4%

2003
1st Qtr.
2nd Qtr.
3rd Qtr
4th Qtr.

1.7%
3.7%
7.2%
3.6%

1 1 %
-0.9%
-0.9%
1.5%

5.8%
6.2%
5.1%
5.9%

4.8%
0.0%
3.2%
-0.3%

5.6%
-0.5%
3.2%
2.8%

2004
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qty

4.3%
3.5%
4.0%
3.3%

2.8%
4.9%
4.6%
4.3%

5.6%
5.5%
5.4%
54%

5.2%
4.4%
0 8 %
3.5%

5 2 %
4 4 %
0.8%
7 2 %

2005
1st Qtr.
2nd Qtr.
3rd Qtr.
4th QU,

3.8%
3.3%
3.8%

3.8%
3.0%
2.7%

53%
51%
5.0%

4,4%
1.5%
8.8%

5.6%
-G.4%
14.0%

2006
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

5.6%
2.6%
2.0%
2.5%

3.4%
4,5%
5.2%
3.5%

4.7%
46%
4.7%
4.5%

4.8%
4.8%
O4%
0.0%

-0.2%
5.6%
-4.4%
3.5%

2007
1st Qtr. 1.3% 2.6% 4.5% 4.8% 2.8%

Source: Council of Economic Advisors, Economic Indicators, various issues.



Exhibit (DCP-1 )
Schedule 2
Page 2 of 4

INTEREST RATES

YEAR
PRIME
RATE

US TREAS
T BILLS

3 MONTH

US TREAS
T BONDS
10 YEAR

UTILITY
BONDS

Aaa

UTILITY
BONDS

Aa

UTILITY
BONDS

A

UTILITY
BONDS

Baa

1975 - 1982 Cycle

1975
1976
1977
1978
1979
1980
1981
1982

7.86%
6.84%
6.83%
9.06%
12.67%
15.27%
18.89%
14.86%

5.84%
4.99%
5.27%
7.22%
10.04%
11.51%
14.03%
10.69%

7.99%
7.61 %
7.42%
8.41 %
9.44%
11.46%
13.93%
13.00%

9.03%
8.63%
8.19%
8.87%
9.86%
12.30%
14.64%
14.22%

9.44%
8.92%
8.43%
9.10%
10.22%
13.00%
15.30%
14.79%

10.09%
9.29%
8.61 %
9.29%
10.49%
13.34%
15.95%
15.86%

10.96%
9.82%
9.06%
9.62%
10.96%
13.95%
16.60%
16.45%

1983 - 1991 Cycle

1983
1984
1985
1986
1987
1988
1989
1990
1991

10.79%
12.04%
9.93%
883%
8.21%
9.32%

10.87%
10.01%
8.46%

8.63%
9.58%
7.48%
5.98%
5.82%
6.69%
8.12%
7.51 %
5.42%

11.10%
12.44%
10.62%
7.68%
8.39%
8.85%
8.49%
8.55%
7.86%

12.52%
12.72%
11.68%
8.92%
9.52%
10.05%
9.32%
9.45%
8.85%

12.83%
13.66%
12.06%
9.30%
9.77%
10.26%
9.56%
9.65%
9.09%

13.66%
14.03%
12.47%
9.58%
10.10%
10.49%
9.77%
9.86%
9.36%

14.20%
14.53%
12.96%
10.00%
10.53%
11.00%
9.97%
10.06%
9.55%

1992 -2001 Cycle

1992
1993
1994
1995
1996
1997
1998
1999
2000
2001

6.25%
6.00%
7.15%
8.83%
8.27%
8.44%
8.35%
8.00%
9.23%
6.91 %

3.45%
3.02%
4.29%
5.51%
5.02%
5.07%
4.81 %
4.66%
5.85%
3.45%

7.01 %
5.87%
7.09%
6.57%
6.44%
6.35%
5.26%
5.65%
6.03%
5.02%

8.19%
7.29%
8.07%
7.68%
7.48%
7.43%
6.77%
7.21%
7.88%
7.47%

8.55%
7.44%
8.21 %
7.77%
7.57%
7.54%
6.91 %
7.51 %
8.06%
7.59%

8.69%
7.59%
8.31 %
7.89%
7.75%
7.60%
7.04%
7.62%
8.24%
7.78%

8.86%
7.91 %
8.63%
8.29%
8.16%
7.95%
7.26%
7.88%
8.36%
8.02%

Current Cycle

2002
2003
2004
2005
2006

4.67%
4.12%
4.34%
6.19%
7.96%

1.62%
1.02%
1.38%
3.16%
4.73%

4.61 %
4.01 %
4.27%
4.29%
4.80%

7.19%
6.40%
6.04%
5.44%
5.84%

7.37%
6.58%
6.16%
5.65%
6.07%

8.02%
6.84%
6.40%
5.93%
6.32%



Sources: Council of Economic Advisors, Economic indicators; Moody's Bond Record; Federal
Reserve Bulletin, various issues.
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INTEREST RATES

YEAR
PRlME
RATE

US TREAS
T BILLS

3 MONTH

US TREAS
T BONDS
10 YEAR

UTILITY
BONDS

Aaa

UTILITY
BONDS

Aa

UTILITY
BONDS

A

UTILITY
BONDS

Baa

2003
Jan
Feb
Mar
Apr
May
June
July
Aug
Sept
Oct
Nov
Dec

4.25%
4.25%
4.25%
4.25%
4.25%
4.00%
4.00%
4.00%
4.00%
4.00%
4.00%
4.00%

1.11%
1.16%
1.13%
1.14%
1.08%
0.95%
0.90%
0.96%
0.95%
0.93%
0.94%
0.90%

4.05%
3.90%
3.81 %
3.96%
3.57%
3.33%
3.98%
4.45%
4.27%
4.29%
4.30%
4.27%

8.87%
6.66%
6.56%
6.47%
6.20%
6.12%
6.37%
6.48%
6.30%
6.28%
6.26%
6.18%

7.06%
6.93%
6.79%
6.64%
6.36%
6.21 %
6.57%
6.78%
6.56%
6.43%
6.37%
6.27%

7.47%
7.17%
7.05%
6.94%
6.47%
6.30%
6.67%
7.08%
6.87%
6.79%
6.69%
6.61 %

2004
Jan
Feb
Mar
Apr
May
June
July
Aug
Sept
Oct
Nov
Dec

4.00%
4.00%
4.00%
4.00%
4.00%
4.00%
4.25%
4.50%
4.75%
4.75%
5.00%
5.25%

0.a9%
0.92%
0.94%
0.94%
1.04%
1.27%
1.35%
1.48%
1.65%
1.75%
2.06%
2.20%

4.15%
4.08%
3.83%
4.35%
4.72%
4.73%
4.50%
4.28%
4.13%
4.10%
4.19%
4.23%

6.06%
6.10%
5.93%
6.33%
6.66%
6.30%
6.09%
5.95%
5.79%
5.74%
5.79%
5.78%

6.15%
6.15%
5.97%
6.35%
6.62%
6.46%
6.27%
5.14%
5.98%
5.94%
5.97%
5.92%

6.47%
6.28%
6.12%
6.46%
8.75%
8.84%
5.67%
5.45%
6.27%
6.17%
8.16%
5.10%

2005
Jan
Feb
Mar
Apr
May
June
July
Aug
Sept
Oct
Nov
Dec

5.25%
5.50%
5.75%
5.75%
5.00%
6.25%
6.25%
6.50%
6.75%
5.75%
7.00%
7.25%

2.32%
2.53%
2.75%
2.79%
2.86%
2.99%
3.22%
3.45%
3.47%
3.70%
3.90%
3.89%

4.22%
4.17%
4.50%
4.34%
4.14%
4.00%
4.18%
4.25%
4.20%
4.46%
4.54%
4.47%

5.68%
5.55%
5.76%
5.55%
5.39%
5.05%
5.18%
5.23%
5.27%
5_50%
5.59%
5.55%

5.78%
5.61 %
5.83%
5.64%
5.53%
5.40%
5.51 %
5.50%
5.52%
5.79%
5.88%
5.80%

5.95%
5.76%
6.01%
5.95%
5.88%
5.70%
5.81%
5.80%
5.83%
6.08%
6.19%
5.14%

2006
Jan
Feb
Mar
Apr
May
June
July
Aug
Sept
Oct
Nov
Dec

7.50%
7.50%
7.75%
7.75%
8.00%
8.25%
8.25%
8.25%
8.25%
8.25%
8.25%

4.20%
4.41 %
4.51 %
4.59%
4.72%
4.79%
4.96%
4.9a%
4.82%
4.89%
4.94%
4.85%

4.42%
4.57%
4.72%
4.99%
5.11%
5.11%
5.09%
4.88%
4.72%
4.73%
4.60%
4.56%

5.50%
5.55%
5.71%
6.02%
6.16%
5.16%
6.13%
5.97%
5.81 %
5.80%
5.51 %
5.62%

5.75%
5.82%
5.98%
6.29%
6.42%
S_40%
6.37%
5.20%
5.00%
5.98%
5.80%
5.81%

6.05%
5.11%
6.26%
6_54%
6.59%
6.61 %
6.61 %
6.43%
6.26%
6.24%
6.04%
6.05%

2007
Jan
Feb
Mar
Apr

8.25%
8.25%
825%
8.25%

4.96%
5.02%
4.97%
4.88%

4.76%
4.72%
4.56%
4.69%

5.78%
5.73%
5.66%
5.83%

5.96%
5.90%
5.85%
5.97%

6.16%
6.10%
6.10%
624%

Sources: Council of Economic Advisors, Economic Indicators, Moody's Bond Record; Federai
Reserve Bulietin, various issues.
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STOCK PRICE INDICATORS

YEAR
S&P

Composite
Nasdaq

Composite DJIA
S&P
DIP

S &P
E/P

1975 - 1982 Cycle

.1975
1976
1977
1978
1979
1980
1981
1982

80249
97492
B94.83
82023
844.40
891 .41
932.92
884.36

481%
3.77%
4.62%
528%
5.47%
526%
5.20%
581%

9.15%
B90%
10_79%
12.03%
1346%
12.66%
11.96%
11.80%

1983 - 1991 Cycle

1983
1984
1985
1986
1987
1988
1989
1990
1991

322.84
33459
376.18 491 .69

1,190.34
1,17848
1 ,32823
1,79276
2,275.99
2,06082
2,508.91
2,67894
2292933

4,40%
4.84%
4.25%
3.49%
3,0B%
3.64%
3.45%
3.61%
3.24%

8.03%
10.02%
8.12%
S09%
5.48%
B.01%
7.41%
6.47%
4.79%

1992 . 2001 Cycle

1992
1993
1994
1995
1996
1997
1998
1999
2000
2001

415.74
45121
480,42
541.72
670.50
873.43

1,085.50
1327333
1 ,427.22
1,194.18

599,26
715.16
751 .65
925.19

1,164.96
1,469.49
1,79491
2,728.15
3,783.67
2,035.00

2,284.29
3,52206
3,793.77
4,49376
5,742.89
7,44t.15
8,625.52

1 0 6 4 . 8 8
10,734.90
10,189.13

2.99%
2.78%
2.82%
2_56%
2.19%
1.77%
1.49%
1.25%
1.15%
1.32%

4.22%
4.46%
5.83%
6.09%
5.24%
4.57%
3.46%
3.17%
3.63%
2.95%

Current Cycle

2002
2003
2004
2005
200B

993.94
965,23

1,130.65
1 ,207.23
1,310.46

11539.73
1 ,647.17
1,986553
2,099.32
2,263.41

9,22643
8,993.59
10,317.39
10,54767
11,408.67

1.61%
1.77%
172%
1.83%
1.87%

2.92%
3.84%
4.89%
5.36%
5,78%

2002
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1 .131 .56
11068.45
894.65
887.91

1 »879.85
1 ,641 .53
1,308.17
1 ,346.07

10,105.27
9.912770
8,4B759
8,40017

1.39%
149%
178%
179%

2.15%
270%
368%
3.14%

2003
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

860.03
938.00

1,000.50
1,056.42

1 ,350.44
1 ,521.92
1.765.96
1,934.71

8,122,83
8,684.52
9,31057
9,856.44

139%
175%
1.74%
169%

357%
3.55%
3.87%
4.38%

2004
1st Qtr.
2nd Qtr.
3rd Qtr.
am Qtr.

1,133.29
1,122.87
1,104.15
1,162.07

2,041 .95
1 ,984.13
1,872.90
2,050.22

10,488.43
10,289.04
10,129.85
10,362.25

1.64%
1.71 %
179%
1.75%

4.62%
492%
518%
4B3%

2005
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr

1,191.98
1:18155
1,224.14

2,056.01
2,012.24
2,149.20

10,648,448
10,38235
10,54406

1.77%
185%
1.83%

5.11%
5.32%

2006
1st Qtr,
2nd Qtr.
3rd Qtr.
4th Qtr

1 ,283.04
1 ,281.77
1 ,288.40
1 ,389.48

2,287.97
2,240.46
2,141 .97
2,390.26

10,996.04
11,188.84
11,584.69
12,175.30

1.B5%
1.90%
1.91%
1B1%

5,61 %
588%
588%
5_75%

2007
1st Qtr. 1,425.30 2,444.85 12,470.97 184% 585%

Source: Council of Economic Advisors, Economic Indicators, various issues.
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UNISOURCE ENERGY
SEGMENT FINANCIAL INFORMATION

2003 .. 2005
($miIlions)

Segment
Operating
Revenue Net Income

Total
Assets

2003

Tucson Electric Power $852
87.6%

$129
113.2%

$2,767
88.6%

UNS Gas 1/ $47
4.8%

$1
0,9%

$185
5.9%

UNS Electric 1/ $56
53%

$2
1.8%

$125
4.0%

Global Solar $2
0.2%

-$7
-6 1 %

$26
0.8%

UniSource Energy Consolidated $973 $114 $3,123

2004

Tucson Electric Power $889
76.0%

$46
100.0%

$2,742
86.3%

UNS Gas $129
11.0%

$6
130%

$201
6.3%

UNS Electric $144
123%

$4
8.7%

$135
4.3%

Global Solar $5
0.4%

-$5
-10.9%

$20
0.6%

Ur1iSource Energy Consolidated $1,169 $46 $3,176

2005

Tucson Electric Power $937
76.2%

$48
104.3%

$2,575
823%

UNS Gas $138
11.2%

$5
108%

$233
7.5%

UNS Electric $150
12.2%

$5
10.9%

$161
5.1%

Global Solar $5
0.4%

~$7
-15.2%

$20
05%

UniSource Energy Consolidated $1 ,230 $46 $3,127

2006

Tucson Electric Power $998
75.8%

$67
100,0%

$2,823
82.3%

UNS Gas $162
12,3%

$4
6.0%

$253
7.9%

UNS Electric $160
12.1%

$5
7.5%

$195
6.1%

UniSource Energy Consolidated $1.317 $67 $3,187

1/ 2003 figures for UNS Gas and UNS Electric are for period August 11 through
December 31 .

Note: Totals may not add to 100.0% due to "All Others" and "Reconciling Adjustments"

Source: UniSource Energy Annual Report.
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UNS ELECTRIC
CAPITAL STRUCTURE RATIOS

2003 - 2006
($miIlions)

YEAR
COMMON
EQUITY

LONG-TERM
DEBT

SHORT-TERM
DEBT

2003 $36.6
37.6%
37.9%

$60.0
61.7%
62.1%

$0.7
0.7%

2004 $40.9
40.3%
40.5%

$60.0
59.1%
59.5%

$0.6
0.6%

2005 $49.9
45.2%
45.4%

$60.0
54.3%
54.6%

$0.5
0.5%

2006 $64.9
45.0%
45.1%

$79.0
54.7%
54.9%

$0.4
0.3%

Note: Percentages may not total 100.0% due to rounding.

Debt figures exclude capital lease obligations.

Source: Response to STF 4.8.
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UNISOURCE ENERGY
CAPITAL STRUCTURE RATIOS

2002 _ 2006
($000)

YEAR
COMMON
EQUITY

PREFERRED
SECURITIES

LONG-TERM
DEBT

SHORT-TERM
DEBT

2002 $456,640
28.8%
28.8%

$0
0.0%
0.0%

$1,128,963
71.2%
71.2%

$0
0.0%

2003 $556,472
30.2%
30.2%

$0
0.0%
0.0%

$1 ,286,320
69.8%
69.8%

$0
0.0%

2004 $580,718
31.6%
316%

$0
0.0%
0.0%

$1 ,257,595
68.4%
68.4%

$0
0.0%

2005 $616,741
33.6%
33.7%

$0
0.0%
0.0%

$1,212,420
66.1%
66.3%

$5,000
0.3%

2006 $654,149
34.9%
35.8%

$0
0.0%
0.0%

$1,171,170
62.5%
64.2%

$50,000
2.7%

Note: Percentages may not total 100.0% due to rounding.

Source: UniSource Energy Annual Report.
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UNISOURCE ENERGY AND UTILITY SUBSIDIARIES
CAPITAL STRUCTURE RATIOS

December 31, 2006
($millions)

YEAR
COMMON
EQUITY

LONG-TERM
DEBT

SHORT-TERM
DEBT

Unisource Energy
Consolidated

$654.1
34.9%
358%

$1,17122
62.5%
64.2%

$50.0
2.7%

Tucson Electric
Power Company

$554.7
40.3%
403%

$821 .2
59.7%
59.7%

$0.0
0.0%

UniSource Energy
Services

$149.4
45.5%
45.5%

$179.0
54.5%
54.5%

$0.0
0.0%

UNS Electric $64.9
45.1%
45.1%

$79.0
54.9%
54.9%

$0.0
0.0%

UNS Gas $84.2
45.7%
45.7%

$100.0
54.3%
54.3%

$0.0
0.0%

Note: Percentages may not total 100.0% due to rounding.

Source: Response to STF 4.8.
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AUS UTILITY REPORTS
ELECTRIC UTILITY GROUPS

AVERAGE COMMON EQUITY RATIOS

Year Electric

Combination
Electric
and Gas

2002 38% 36%

2003 42% 38%

2004 47% 43%

2005 44% 47%

2006 45% 44%

Note: Averages include short-term debt.

Source: AUS Utility Reports.
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COMPARISON COMPANIES
BASIS FOR SELECTION

Company
Market

Cap (000)

Percent
Revenues

Electric

Common
Equity
Ratio

Value
Line

Safety

Moody's/
S&P Bond

Rating

S&P
Stock

Ranking

Unisource Energy $1,400 85% 25% 3 BBB-/ BAAN B

Comparison Group*

Avista Corp.
Cleco Corp.
DPL, Inc.
Hawaiian Electric
Northeast Utilities
Pep co Holdings, Inc.
PG&E Corp.
PNM Resources
Puget Energy, inc.

$1 ,200
$1 ,500
$3,400
$2,200
$4,500
$5,100
$1 ,900
$2,100
$3,000

50%
96%
100%
84%
77%
58%
70%
79%
61%

41%
52%
38%
53%
35%
42%
50%
42%
46%

3
3
3
2
3
3
2
2
3

BBB-/BAA3
BBB/BAA1
BBB/NR

BBB/BAA2
BBB/BAA1
BBB+/BAA1
BBB/BAA1
BBB/BAA2
BBB/BAA2

B
B+
B+
B+

B
B
B

B+

B

* Selected using following criteria;
Market cap of $1 billion to $8 billion.
Electric Revenues of 40% or greater.
Common Equity Ratio of 35% or greater.
Value Line Safety of 1, 2 or 3.
S&P bond ratings of BBB and Moody's bond ratings of Baa.
S&P stock ranking of B or B+.

Sources: C_A. Turner Utility Reports, Standard 8 Poor's Stock Guide, Value Line Investment Survey.
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COMPARISON COMPANIES
DIVIDEND YIELD

COMPANY DPS
March-May 2007 Stock Prices
HIGH LOW AVERAGE YIELD

Comparison Group

Avista Corp.
Cleco Corp.
DPL, Inc.
Hawaiian Electric
Northeast Utilities
Pep co Holdings, inc.
PG&E Corp.
PNM Resources
Puget Energy, Inc.

$0.60
$0.90
$1 .04
$1 .24
$0.75
$1 .04
$1 .44
$0.92
$1 .00

$24.89
$29.20
$32.72
$26.73
$33.62
$30.71
$52.17
$34.28
$26.91

$22.88
$24.83
$29.58
$24.50
$28.20
$25.85
$45.10
$28.50
$24.00

$23.89
$27.02
$31 .15
$25.62
$30.91
$28.28
$48.64
$31 .39
$25.46

2.5%
3.3%
3.3%
4.8%
2.4%
3.7%
3.0%
2.9%
3.9%

Average 3.3%

Grant Combination Gas
and Electric Utilities Group

CH Energy Group, Inc.
Cleco Corp.
Hawaiian Electric
MGE Energy Inc.
Northeast Utilities
NSTAR
Puget Energy, Inc.
UIL Holdings

$2.16
$0.90
$1 .24
$1 .39
$0.75
$1.30
$1 .00
$1 .73

$50.78
$29.20
$26.73
$37.02
$33.62
$37.37
$26.91
$37.01

$45.93
$24.83
$24.50
$33.05
$28.20
$33.38
$24.00
$32.80

$48.36
$27.02
$25.62
$35.04
$30.91
$35.37
$25.46
$34.91

4.5%
3.3%
4.8%
4.0%
2.4%
3.7%
3.9%
5.0%

Average 4.0%

Source: Yahoo! Finance.
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COMPARISON COMPANIES
RETENTION GROWTH RATES

COMPANY 2002 2003 2004 2005 2006 Average 2007 2008 2010-12 Average

Comparison Group

Avista Corp.
Cleco Corp.
DPLJnc
Hawaiian Electric
Northeast Utilities
Pep co Holdings, inc.
PG&E Corp.
PNM Resources
Puget Energy, Inc.

1.2%
5.6%
0.0%
4.3%
3.2%
5.3%
0.0%
3.1%
1.3%

3.4%
3.5%
2.2%
3.9%
3.7%
2.0%
18.5%
3.0%
2.1%

1.4%
3.9%
9.8%
11%
1.6%
2.5%
10.3%
4.5%
2.8%

2.4%
4.1%
0.8%
1.5%
1.5%
2.4%
7.7%
4.3%
29%

4.9%
3.0%
9.0%
0.7%
5.0%
1.5%
6.6%
3.7%
3.0%

2.7%
4.0%
4.4%
2.3%
3.0%
2.7%
8.6%
3.7%
2.4%

3.5%
2.0%
10.0%
0.5%
4.0%
3.0%
6.0%
4.0%
3.0%

4.0%
2.5%
9.0%
1.5%
4.0%
4.0%
5.5%
3.5%
3.5%

2.0%
3.0%
6.5%
3.5%
4.0%
5.5%
4.5%
3.0%
4.0%

3.2%
2.5%
8.5%
1.8%
4.0%
4.2%
5.3%
3.5%
3.5%

Average 3.8% 4.1%

Grant Combination Gas
and Electric Utilities Group

CH Energy Group, Inc.
Cleco Corp.
Hawaiian Electric
MGE Energy Inc.
Northeast Utilities
NSTAR
Puget Energy, Inc.
alL Holdings

0.0%
5.6%
4.3%
2.6%
3.2%
5.2%
1.3%
0.6%

2.0%
3.5%
3.9%
2.5%
3.7%
5.2%
2.1%
0.0%

1.7%
3.9%
1.1%
2.3%
1.6%
4.9%
2.8%
0.0%

2.0%
4.1%
1.5%
2.5%
1.5%
4.7%
2.9%
0.0%

1.5%
3.0%
0.7%
3.5%
5.0%
2.5%
3.0%
0.5%

1.4%
4.0%
2.3%
2.7%
3.0%
4.5%
2.4%
0.2%

1.5%
2.0%
0.5%
4.0%
4.0%
5.0%
3.0%
0.5%

1.5%
2.5%
1.5%
4.0%
4.0%
5.5%
3.5%
1.0%

2.0%
3.0%
3.5%
3.0%
4.0%
6.0%
4.0%
1.5%

1.7%
2.5%
1.8%
3.7%
4.0%
5.5%
3.5%
1.0%

Average 2.6% 3.0%

Source: Value Line Investment Survey.
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COMPARISON COMPANIES
PER SHARE GROWTH RATES

COMPANY
5-Year Historic Growth Rates

EPS DPS BVPS Average
Est'd '04-'06 to '10~'12 Growth Rates

EPS DPS BVPS Average

Comparison Group

Avista Corp.
Cleco Corp.
DPL, Inc.
Hawaiian Electric
Northeast Utilities
Pep co Holdings, Inc.
PG&E Corp.
PNM Resources
Puget Energy, Inc.

0.5%
1.0%
-1 .0%
-1 .O%
0.0%
-1 .0%
0.0%
-2.5%
-4.5%

2.5%
2.0%
0.5%
0.0%

30.5%
0.0%
-1 .5%
7.5%

-11 .5%

3.5%
4.0%
-1 .0%
2.0%
3.0%
0.5%

4.5%
1.5%

2.2%
2.3%
-0.5%
0.3%

11.2%
-0.2%
2.7%
3.2%
-4.8%

12.0%
4.0%
8.0%
4.0%
8.5%
8.0%
4.0%
4.5%
6.0%

12.5%
4.0%
7.5%
0.0%
6.5%
3.0%
0.0%
8.0%
3.0%

5.0%
6.5%
5.0%
0.5%
1.5%
3.0%
6.0%
5.5%
4.0%

9.8%
4.8%
6.8%
1.5%
5.5%
4.7%
3.3%
6.0%
4.3%

Average 1.8% 5.2%

Grant Combination Gas
and Electric Utilities Group

CH Energy Group, Inc.
Cleco Corp.
Hawaiian Electric
MGE Energy Inc.
Northeast Utilities
NSTAR
Puget Energy, inc.
UIL Holdings

-1 .5%
1.0%
-1 .0%
2.0%
0.0%
4.0%
~4.5%
-9.0%

0.0%
2.0%
0.0%
1,0%

30.5%
1.0%

-11 .5%
0.0%

2.0%
4.0%
2.0%
6.5%
3.0%
2.0%
1.5%
2.0%

0.2%
2.3%
0.3%
3.2%

11.2%
2.3%
-4.8%
-2,3%

1.0%
4.0%
4.0%
6.0%
8.5%
7.5%
6.0%
6.0%

0.5%
4.0%
0.0%

50.0%
6.5%
8.0%
3.0%
0.0%

1.5%
6.5%
0.5%
7.0%
1.5%
6.0%
4.0%
2.0%

1.0%
4.8%
1.5%

21 .0%
5.5%
7.2%
4.3%
2.7%

Average 1.5% 6.0%

Source: Value Line Investment Survey.
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COMPARISON COMPANIES
DCF COST RATES

ADJUSTED
YIELD

HISTORIC
RETENTION
GRO\NTH

PROSPECTIVE
RETENTION

GROWTH

H!STORlC
PER SHARE

GROVVTH

PROSPECTIVE
PER SHARE

GROWTH

FIRST CALL
EPS

GROWTH
AVERAG E
GROWTH

DCF
RATES

COMPANY

Comparison Group

2 2 %
2.3%

0.3%
11.2%

Avesta Corp.
Cleco Corp.
DPL, Inc,
Hawaiian Electric
Northeast Utilities
Pep co Holdings, Inc.
PG&E Corp.
PNM Resources
Puget Energy, inc.

2.6%
3.4%
3.5%
4.9%
2.5%
3.8%
3.0%
3.0%
4.0%

2.7%
4.0%
4.4%
2.3%
3.0%
2.7%
8.6%
3.7%
2.4%

3.2%
25'/0
8.5%
1.8%
4.0%
4.2%
5.3%
3.5%
3 5 %

27%
3.2%

9.8%
4.8%
6.8%
1.5%
55%
4.7%
3.3%
6.0%
4.3%

5.5%
12.0%
10.0%
3.0%
12.0%
10.0%
8.0%
10.0%
4.0%

4.7%
5.1%
7.4%
1.8%
7.1%
5.4%
5.6%
5.3%
3.6%

7.2%
8.6%
10.9%
6.7%
9.7%
9.2%
8.6%
8.3%
7.6%

Average 3.4% 3.8% 4.1% 3.6% 5.2% 8.3% 5 4 % 8.5%

Median 8.6%

Compos ite 72% 7.5% 7.0% 8.6% 11.7% 8.5%

Grant Combination Gas
and Electric Utilities Group

0.2%
2.3%
0.3%
3.2%
11.2%
2.3%

12.0°/o
3.0%

1.1%
5.1%
1.8%
7.6%
7.1%
5.1%
3.6%
3.0%

5.6%
8.6%
6.7%
11.B%
9.7%
8.9%
7.6%
8.0%

CH Energy Group, Inc.
Cleco Corp.
Hawaiian Electric
MGE Energy Inc.
Northeast Utilities
NSTAR
Puget Energy, Inc.
UiL Holdings

4.5%
3.4%
4.9%
4.1%
2.5%

4.0%
5.0%

1.4%
4.0%
2.3%
2.7%
3.0%
4.5%
2.4%
0.2%

1.7%
2.5%
1.8%
3.7%
4.0%
5.5%
3.5%
1.0%

1.0%
4.8%
1.5%

5.5%
7.2%
4.3%
2.7%

12.0%
6,0%
4.0%
8.0%

Average 4.0% 2.6% 3.0% 3.3% 6.0% 7,5% 4.3% 8.3%

Median 8.3%

Composite 6.6% 7.0% 7.3% 10.0% 11.5% 8.3%

Sources: Prior pages of this schedule.
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STANDARD & POOR'S 500 COMPOSITE
20-YEAR U.S. TREASURY BOND YIELDS

RISK PREMIUMS

Year EPS BVPS ROE
20-YEAR
T-BOND

RISK
PREMIUM

1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005

$12.33
$14.66
$14.82
$15.36
$12.64
$14.03
$16.64
$14.61
$14.48
$17.50
$23.75
$22.87
$21 .73
$16.29
$19.09
$21.89
$30.60
$33.96
$36.73
$39.72
$37.71
$46.17
$50.00
$24.69
$27.59
$46.73
$66.66
$69.93

$79.07
$85.35
$94.27
$102.48
$109.43
$112.46
$116.93
$122.47
$125.20
$126.82
$134.04
$141 .32
$147.26
$153.01
$158.85
$149.74
$180.88
$193.06
$215.51
$237.08
$249.52
$266.40
$290.68
$325.80
$338.37
$321 .72
$367.17
$414.75
$453.05

15.00%
16.55%
15.06%
14.50%
11.39%
12.23%
13.90%
11.80%
11.49%
13.42%
17.25%
15.85%
14.47%
10.45%
12.37%
13.24%
16.37%
16.62%
17.11%
16.33%
14.62%
17.29%
16.22%
7.43%
8.36%
14.15%
14.98%
16.12%

7.90%
8.86%
9.97%
11.55%
13.50%
10.38%
11.74%
11.25%
8.98%
7.92%
8.97%
8.81%
8.19%
8.22%
7.25%
7.17%
6.59%
7.50%
6.18%
5.54%
5.83%
5.57%
5.50%
5.53%
5.59%
4.80%
5.02%
4.69%

7.10%
7.69%
5.09%
2.95%
-2.11 %
1.85%
2.15%
0.55%
2.51 %
5.50%
8.28%
7.04%
5.28%
2.23%
5.11%
6.07%
9.78%
9.02%
10.93%
9.69%
8.79%
11.72%
9.72%
1.90%
2.77%
9.35%
9.96%
11.43%

Average 14.09% 7.90% 6.19%

Sources: Standard 8< Poor's Analysts' Handbook and lbbotson Associates 2006 Yearbook.
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COMPARISON COMPANIES
CAPM COST RATES

COMPANY
RISK-FREE

RATE BETA
MARKET
RETURN

CAPM
RATES

Comparison Group

Avista Corp.
Cleco Corp.
DPL, Inc.
Hawaiian Electric
Northeast Utilities
Pep co Holdings, Inc.
PG&E Corp.
PNM Resources
Puget Energy, Inc.

4.91 %
4.91%
4.91%
4.91%
4.91 %
4.91 %
4.91%
4.91%
4.91 %

0.95
1.30
0.95
0.75
0.90
0.90
1.20
0.95
0.85

5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%

10.5%
12.6%
10.5%
9.3%
10.2%
10.2%
12.0%
10.5%
9.9%

Average 10.6°/»

Median 10.5%

Grant Combination Gas
and Electric Utilities Group

CH Energy Group, Inc.
Cleco Corp.
Hawaiian Electric
MGE Energy inc.
Northeast Utilities
NSTAR
Puget Energy, inc.
UIL Holdings

4.91 %
4.91%
4.91 %
4.91 %
4.91 %
4.91%
4.91%
4.91%

0.85
1.30
0.75
0.80
0.90
0.80
0.85
0.95

5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%

9.9%
12.6%
9.3%
9.6%
10.2%
9.6%
9.9%
10.5%

Average 10.2%

Median 9.9%

Sources: Value Line Investment Survey, Standard 8< Poor's Analysts' Handbook, Federal Reserve.
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Exhibit (DCP-1 )
Schedule 11

STANDARD & POOR'S 500 COMPOSITE
RETURNS AND MARKET-TO-BOOK RATIOS

1992 - 2005

YEAR
RETURN ON

AVERAGE EQUITY
MARKET-TO
BOOK RATIO

1992 12.2% 271%

1993 13.2% 272%

1994 16.4% 246%

1995 16.6% 264%

1996 17.1% 299%

1997 16.3% 354%

1998 14.6% 421%

1999 17.3% 481%

2000 16.2% 453%

2001 7.5% 353%

2002 8.4% 296%

2003 14.2% 278%

2004 15.0% 291%

2005 16.1% 278%

Averages:

1992-2001 14.7% 341%

2001-2005 12.2% 299%

Source: Standard 8 Poor's Analyst's Handbook, 2006 edition, page 1.



Exhibit (DCP-1 )
Schedule 12

RISK INDICATORS

GROUP
VALUE LINE

SAFETY
VALUE LINE VALUE LINE

BETA FIN STR
S & P

STK RANK

S & P's 500
Composite 2.7 1.05 B++ B+

Comparison Group 2.7 0.97 B+ B+

Grant Gas 8< Electric Group 2.1 0.90 B++ B+

Sources: Value Line Investment Survey, Standard & Poor's Stock Guide.

Definitions:

Safety rankings are in a range of 1 to 5, with 1 representing the highest safety or lowest risk.

Beta reflects the variability of a particular stock, relative to the market as a whole. A stock with
a beta of 1.0 moves in concert with the market, a stock with a beta below 1.0 is less variable
than the market, and a stock with a beta above 1.0 is more variable than the market.

Financial strengths range from C to A++, with the latter representing the highest level.

Common stock rankings range from D to A+, with the latter representing the highest level.



Exhibit (DCP-1 )
Schedule 13

UNS ELECTRIC
TOTAL COST OF CAPITAL

ITEM PERCENT
COS T
RATE WEIGHTED COST

Short-Term Debt 3.96% 6.36% 0.25%

Long-Term Debt 47.21% 8.16% 3.85%

Common Equity 48.83% 9.50% 10.50% 4.64% 5.13%

Tota l 100.00% 8.74% 9.23%

8.99% Mid-point



Exhibit (DCP-1 )
Schedule 14

UNS ELECTRIC
PRE-TAX COVERAGE

ITEM PERCENT
COST
RATE

WEIGHTED
COST

PRE-TAX
COST

Short-Term Debt 3.96% 6.36% 0.25% 0.25%

Long-Term Debt 47.21% 8.16% 3.85% 3.85%

Common Equity 48.83% 10.00% 4.88% 8.23% (1)

TOTAL CAPITAL 100.00% 8.99% 12.33%

(1) Post-tax weighted cost divided by .59345 (composite tax factor)

Pre-tax coverage 12.33%/(0.25%+3.85%)
3.00 x

Standard 8¢ Poor's Utility Benchmark Ratios:

BBB A

Pre-tax coverage (X)
Business Position:

3 1.8 -2.8x 2.8-3.4x

Total Debt to Total Capital (%)
Business Position

3 55 - 65% 50 .. 55%

Note that a business position of "3" is shown here since S&P places most
transmission and distribution utilities in a range of "1" to
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EXECUTIVE SUMMARY
UNS ELECTRIC, INC.

DOCKET NO. E-04204A-06-0783

On December 15, 2006, UNS Electric, Inc. ("UNS" or "Company") filed an application
with the Arizona Corporation Commission ("Commission") for a rate increase and for approval
of financing. My testimony addresses UNS' request for financing approval in this proceeding.
The Company's request for rate recovery for Black Mountain Generating Station ("BMGS") is
addressed in Staff witness Mr. Smith's testimony.

UNS reques ts  Commiss ion authoriza tion to incur up to $40 million in new debt financing
a nd  to  re ce ive  up  to  $40  million  o f ne w e quity in fus ion  from its  pa re n t compa ny, fo r a n
a ggre ga te  of up to $80 million. Also, the  Compa ny se e ks  fle xibility to is sue  a  mix of short-te mi,
inte rmedia te -te rm and long-te rm debt, depending on preva iling marke t conditions  a t the  time  of
de bt is sua nce . Furthe r, UNS  se e ks  a uthoriza tion to re fina nce  a ny short-te rm or inte rme dia te -
te rm de bt, is sue d in this  proce e ding, to long-te rm de bt, without furthe r Commiss ion a pprova l.
UNS  s ta te s  tha t the  te rms  of its  propose d de bt fina ncing a re  curre ntly unknown, a nd would be
continge nt upon pre va iling ma rke t conditions  a s  we ll a s  inve s tors ' a s s e s s me nt of its  cre dit
worthiness . The  Company indica tes  tha t the  proceeds  of its  proposed financing will be  expended
s ole ly for the  purpos e  of a cquiring a  90 MW pe a king fa cility, BMGS , a t a n e s tima te d cos t of
be twe e n $60 a nd $65 million. The  Compa ny s ta te s  tha t BMGS will be  a cquire d a t cos t from its
s ubs id ia ry, UniS ource  Ele ctric  De ve lopme nt Compa ny ("UEDC"), a nd  p la ce d  in  s e rvice
sometime around June 2008.

S ta ff conclude s  tha t this  propos a l is  in the  public inte re s t a nd re comme nds  a pprova l.
S ta ff s  a na lys is  indica te s  tha t if the  propos e d  fina ncing  is  is s ue d  in  a  50/50  de bt/e quity
configura tion, it may have  no ma te ria l impact on S ta ffs  recommended capita l s tructure  of 48.83
pe rcent equity and 51.17 pe rcent debt. Furthe r, S ta ff finds  tha t because  of lack of specificity a s
to the  te rns  of the  proposed debt financing, pe rtinent pa rame te rs  for measuring the  Company's
ability to se rvice  the  debt obliga tions , such a s  Debt Se rvice  Cove rage  Ra tio and Times  Inte re s t
Earned Ratio, cannot be  de termined a t this  time.

In summary, S ta ff recommends  the  following:

Tha t the  Commis s ion a uthorize  UNS  to  incur up to  $40 million  in  ne w de bt
fina ncing a nd to re ce ive  up to $40 million in ne w e quity infus ion, for the  s ole
purpose  of a cquiring BMGS.

Tha t the  Commiss ion authorize  UNS to is sue  up to $40 million in debt financing,
a s  re c o mme n d e d  in  (1 ) a b o ve ,  in  lo n g -te n n  d e b t,  a n d  in  s h o rt-te n n  to
inte rmedia te -tenn debt.

2.

3.

1.

Th a t th e  C o m m is s io n  a u th o riz e  UNS  to  re fin a n c e  a n y s h o rt-te rm  a n d
inte rme dia te -te rm de bt, is s ue d unde r this  docke t, to  long-te rm de bt, without
furthe r Commiss ion authoriza tion.



That the  Commiss ion authorize  UNS to issue  guarantees  and grant liens  on some
or a ll of its  asse ts , including BMGS, and any other properties  acquired subsequent
to this  transaction, to secure  its  obliga tion under the  proposed debt issuance  and to
secure  other obliga tions a t the  time such liens are  granted.

That the  Commission authorize  UNS to engage  in any transactions  and to execute
or ca us e  to be  e xe cute d a ny docume nts  s o a s  to e ffe ctua te  the  a uthoriza tions
reques ted with this  applica tion.

Tha t UNS File  a  report with Docke t Control demonstra ting tha t it had a  DSC and a
TIER equa l to or grea te r than 1.0, a t the  time  of new debt issuance , within 60 days
from the  close  of each transaction under this  docket.

4.

5.

6.

7. Tha t UNS tile  a  report with Docke t Control, within 60 days  from the  close  of each
financing package , describing the  transaction and demonstra ting tha t the  te rms are
consis tent with those  genera lly ava ilable  to comparable  entities .



Dire ct Te s timony of Ale xa nde r S ha de  Iggie
Docke t No. E-04204A-06-0783
P age  1

1 INTRODUCTION

2 Q- Please state your name and business address.

3 My na me  is  Ale xa nde r S ha de  Iggie . My bus ine s s  a ddre s s  is  1200 We s t Wa s hington

4 S tre e t, P hoe nix, Arizona  85007.

5

6 Q-

A.

What is  your current employment pos ition?

7

8

I a m  e m p lo ye d  with  th e  Utilit ie s  Div is io n  o f th e  Ariz o n a  C o rp o ra tio n  C o m m is s io n

("Commis s ion") a s  a n Exe cutive  Cons ulta nt III.

9

10 Q- Brie fly de s c ribe  you r re s pons ib ilitie s  a s  a n  Exe c u tive  Cons u lta n t.

11

12

In my ca pa c ity a s  a n Exe cutive  Cons ulta nt III, I pe rfonn comple x fina nc ia l a na lys is  a nd

ma ke  re comme nda tions  to  the  Commis s ion on ra te  ba s e , re ve nue  re quire me nt a nd ra te

13 d e s ig n ,  fo r wa te r,  wa s te wa te r,  e le c tric  a n d  g a s  ra te  p ro c e e d in g s . Als o ,  I p ro v id e

14

15

re comme nda tions  on fina nc ing, me rge r a nd a cquis itions , s a le s  of a s s e ts , is s ua nce  a nd

e xte ns ion of Ce rtifica te  of Conve nie nce  a nd Ne ce s s ity a s  we ll a s  othe r a ncilla ry ma tte rs .

16

17 Q. Please describe your educational background and professional experience.

18

19

20

I re c e ive d  a  Ba c he lo r o f S c ie nc e  de g re e  in  Ac c oun ting  from the  Un ive rs ity o f Be n in ,

Nige ria  a nd a  Ma s te r of Informa tion S ys te ms  Ma na ge me nt de gre e  from Ke lle r Gra dua te

S chool of Ma na ge me nt of De vry Unive rs ity. I wa s  a  Ce rtifie d  P ublic  Accounta nt a nd  a

m e m be r o f the  Am e ric a n  In s titu te  o f Ce rtifie d  P ub lic  Ac c oun ta n ts . I ha ve  a tte nde d2 1

22

23

24

25

A.

A.

A.

va rious  tra ining c la s s e s  a nd cours e s  re ga rding re gula tory a udits , ra te -ma king, a nd othe r

u tility re la te d  ma tte rs . In  a d d itio n ,  in  m y o ve r e ig h t ye a rs  wo rkin g  fo r th e  Utilitie s

Divis ion , I ha ve  p re pa re d  S ta ff Re ports  a nd  p re -file d  te s timon ie s  a nd  p re s e n te d  o ra l

te s timonie s  in s e ve ra l proce e dings  be fore  the  Commis s ion.



Dire ct Te s timony of Ale xa nde r Sha de  Iggie
Docke t No. E-04204A-06-0783
Page 2

1 P URP OS E OF TES TIMONY

2 Q- What is the purpose of your testimony in this proceeding?

3

4

5

6

I a m pre s e nting S ta ffs  a na lys is  a nd re comme nda tions  re ga rding UNS  Ele ctric, Inc.'s

("UNS " o r "Compa ny") a pp lica tion  fo r fina ncing  a pprova l re la ting  to  its  p ropos e d

a cquis ition  of the  Bla ck Mounta in  Ge ne ra ting  S ta tion  ("BMGS "). The  Compa ny's

reques t for ra te  recovery for BMGS is  addressed in S ta ff witness  Mr. Smith's  te s timony.

7

8 THE  TR ANS AC TIO N

9 Q~ Pleas e  provide  a  brie f des c rip tion of UNS' financ ing applica tion

10 UNS seeks  Commiss ion authoriza tion to issue  up to $40 million in new debt financing and

11 to re ce ive  up to $40 million in a dditiona l e quity contribution from its  pa re nt compa ny,

million . UNS  s ta te s  tha t its12

13

UniS ource  Ene rgy Corpora tion, for a  tota l of up to  $80

re que s t for a u thority to  obta in  up  to  $80 million  in  ne w fina ncing  will a llow it s ome

14

15

16

17

18

19

fle xibility in de te rmining the  a ppropria te  mix of de bt a nd e quity fina ncing to be  use d for

the  a cquis ition of BMGS . Also, the  Compa ny indica te s  tha t the  propose d de bt fina ncing

could be  comprised of short-te rm, inte rmedia te -te rm and long-te rm debt, depending on the

preva iling marke t conditions , a t the  time  of debt is suance . Fina lly, the  Company reques ts

Commiss ion authoriza tion to re finance  any short-te rm or inte rmedia te -te rm debt, incurred

in re la tion to this  financing, with long-tenn debt, without furthe r Commiss ion approva l.

20

21 Q- What is  the  purpos e  of the  propos ed financing arrangements ?

22

23

24

25

A.

A.

A. UNS s ta te s  tha t the  proposed financing is  reques ted sole ly for the  purpose  of funding the

a cquis ition of BMGS , from its  s ubs idia ry, UniS ource  Ele ctric De ve lopme nt Compa ny

("UEDC"). The  Compa ny e s tima te s  tha t the  90 MW pe a king fa cility could cos t be twe e n

$60 million a nd $65 million upon comple tion in Ma y, 2008.



Dire ct Te s timony of Ale xa nde r Sha de  Iggie
Docke t No. E-04204A-06-0783
Page 3

1 Q-

2

Wh y d o e s  UNS  s e e k a u th o riza tio n  to  re c e ive  a d d itio n a l e q u ity in fu s io n  fro m its

parent company?

3

4

5

6

7

UNS  s ta te s  tha t the  propose d e quity infus ion will provide  it with the  re quis ite  funding for

the  a cquis ition of BMGS . The  Compa ny e xpla ins  tha t its  re que s te d e quity contribution

unde r this  proposa l will be  in a ddition to a ny othe r e quity infus ion pre vious ly a uthorize d

by the  Commiss ion in prior proce e dings . Also, UNS  conte nds  tha t the  re que s te d mix of

de bt a nd e quity fina ncing is  ne ce s s a ry to ma inta in a  ba la nce d ca pita l s tructure , upon

conclus ion of this  transaction.8

9

1 0 Q. What is  the  Company's  jus tifica tion for s eeking a  mix of debt financ ing?

1 1

1 2

1 3

1 4

1 5

1 6

The  Compa ny s ta te s  tha t its  re que s t for a uthoriza tion to  is s ue  a  mix of s hort-te rm,

in te rme dia te -te rm a nd  long-te rm de bt fina ncing , if ne ce s s a ry, will a llow it ne e de d

fle xibility to optimize  pre va iling ma rke t conditions  a t the  time  of de bt is s ua nce . For

e xa mp le ,  if th e  Co mp a n y fin d s  th a t it is  co s t-e ffe c tive  to  b o rro w s h o rt-te rm o r

inte rme dia te -te rm de bt, until ma rke t conditions  be come  conducive  for is sua nce  of long-

te rm de bt, this  re que s t will a va il it the  fle xibility to obta in a n a ppropria te  mix of de bt

1 7 fina ncing.

1 8

1 9 Q, Did the  Company s pec ify the  te rms  of its  propos ed long-te rm debt financ ing?

20

2 1

22

23

24

25

No. UNS s ta te s  tha t the  te rns  of the  proposed debt financing will be  contingent upon the

pre va iling ma rke t conditions  a s  we ll a s  inve s tors ' a s se ssme nt of its  cre dit worthine ss , a t

the  time  of de bt is sua nce . Howe ve r, the  Compa ny indica te s  tha t the  propose d long-te nn

de bt could va ry in ma turity from five  to thirty ye a rs , a t a  :fixe d inte re s t ra te . Als o, UNS

anticipa te s  tha t the  debt te rm could require  a  lump-sum principa l payment, or some  form

of principa l a mortiza tion. Furthe rmore , the  Compa ny indica te s  tha t its  propose d de bt

26

A.

A.

A.

s e curitie s  ma y be  e ffe ctua te d through a  priva te  pla ce me nt or public is s ue . As  to
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1

2

3

colla ra liza tion of the  de bt, UNS  sugge s ts  tha t the  de bt fina ncing could be  unse cure d or

secured by BMGS asse ts  or by a  mortgage  lien on a ll its  properties , including future  asse ts

acquired subsequent to consummation of this  transaction.

4

5 Q- What a re  the  te rms  of UNS ' propos ed  s hort-te rm and in te rmedia te -te rm debt?

6

7

8

Aga in, the  Compa ny s ta te s  tha t the  te rns  will de pe nd on the  pros pe ctive  inve s tors '

assessment of its  credit worthiness  and the  preva iling marke t conditions  a t the  time  of debt

is s ua nce . UNS  a nticipa te s  tha t the  ne w s hort-te nn or inte rme dia te -te nn de bt will ha ve

9

1 0

11

1 2

1 3

ma turitie s  ra nging from one  month to five  ye a rs , with va ria ble  or fixe d inte re s t ra te s . The

Company prob ects  tha t the  principa l amounts  might be  due  in a  s ingle  payment or through

s ome  form of a mortiza tion. If the  propos e d s hort-te rm or inte nne dia te  de bt re quire s

colla te ra liza tion, the  Compa ny e xpe cts  the  s e curity will be  s imila r to thos e  dis cus s e d

above , in re la tion to its  proposed long-te rm debt.

1 4

1 5 F INANC IAL ANALYS IS

1 6 Q- What is  the  impac t of UNS' propos ed financ ing on its  capita l s truc ture?

1 7

1 8

1 9

20

2 1

22

23

24

25

26

A.

A. The  e xa c t impa c t o f UNS ' p ropos e d  fina nc ing  on  its  ca p ita l s truc tu re  ca nno t be

a s ce rta ine d a t this  time . Although the  Compa ny s pe cifica lly re que s ts  Commis s ion

a uthoriza tion to is sue  up to $40 million of ne w de bt fina ncing, a nd to re ce ive  up to $40

million in ne w e quity infus ion, it a lso se e ks  some  fle xibility in de te rmining a n a ppropria te

mix of de bt a nd e quity tha t would be  is s ue d whe n it e nga ge s  in the  tra ns a ctions . S ta ff

Cons ulta nt, Da vid P a rce ll re comme nds  a  ca pita l s tructure  tha t is  compris e d of 48.83

pe rce nt e quity, 47.21 pe rce nt long-te rm de bt a nd 3.96 pe rce nt s hort-te nn de bt (51.17

percent in aggrega te  debt). If the  Company issues  8340 million in new debt financing and

re ce ive s  $40 million in  ne w e quity infus ion or engages in a  diffe re nt configura tion of

50/50 de bt/e quity fina ncing, the  propos e d fina ncing will ha ve  no ma te ria l impa ct on
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1 S ta ffs  re comme nde d ca pita l s truc ture . The  s c e na rio  de s c ribe d  a bove  will re s u lt in a

2

3

ca p ita l s truc tu re  tha t is  cons is te n t with  the  Compa ny's  e xpre s s e d  in te n t to  ma in ta in  a

ba la nce d ca pita l s tructure , s ubs e que nt to the  conclus ion of this  tra ns a ction.

4

5 Q,

6

Please comment on the Company's proposal to issue a mix of short-term,

intermediate-term and long-term debt.

7

8

9

10

11

12

13

14

15

16

S ta ff a gre e s  with UNS ' a s s e rtion tha t it ma y be  prude nt to  is s ue  a  mix of de bt fina ncing,

c o n s is tin g  o f s h o rt-te rm , in te rm e d ia te -te rm  a n d  lo n g -te rm  d e b t,  in  o rd e r to  o p tim ize

pre va iling ma rke t conditions . Als o, S ta ff a cce pts  the  Compa ny's  re que s t for a uthoriza tion

to  re fin a n c e  a n y s h o rt-te n n  a n d  in te rm e d ia te -te n n  d e b t,  is s u e d  in  re la tio n  to  th is

a pplica tion, to  long-te nn de bt, without furthe r Commis s ion a uthoriza tion. To re que s t the

Compa ny to  file  fo r p rio r Commis s ion  a u tho riza tion  be fo re  re fina nc ing  a ny p ropos e d

s ho rt-te nn  a nd  in te rme d ia te -te nn  de b t,  to  long -te rm  de b t,  c ou ld  be  bu rde ns ome  a nd

pre c lude  the  Compa ny from ta king a dva nta ge  of fluid ma rke t conditions . Howe ve r, S ta ff

re comme nds  tha t a ny fu ture  re fina nce  of s hort-te rm a nd in te rme dia te -te nn de bt is s ue d

unde r this  docke t s hould be  communica te d to the  Commis s ion within 60 da ys  of c los e  of

17 the  tra ns a ction.

18

19 Q, Did Staff calculate any financial parameters in relation to UNS' request for

authorization to issue debt?20

2 1

22

23

24

25

A.

A. Sta ff did not ca lcula te  the  traditiona l pa ramete rs , such as  Debt Se rvice  Coverage  ("DSC")

ra tio or Time s  Inte re s t Ea rne d Ra tio ("TIER"), for de te rmining a  utility's  a bility to s e rvice

its  de bt obliga tions . S ta ffs  a bility to ca lcula te  DS C a nd TIER on UNS ' propos e d de bt

fina ncing is  ha ms trung by the  ge ne ra l na ture  of its  a pplica tion . For e xa mple , the

Company's  reques t indica tes  issuance  of up to $40 million in new debt financing, which is
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1 Als o,

2

ne ithe r specific a s  to the  exact debt amount nor compos ition of the  proposed debt.

the  other factors such as interest ra tes and durations, are  vague a t this  time.

3

4 Q, Plea s e  expla in  the  te rms  DSC ra tio  and  TIER.

5

6

7

8

A DSC represents  the  number of times  inte rna lly gene ra ted cash flow covers  debt se rvice

(principa l and inte re s t) on debt financing. A DSC grea te r than 1.0 indica te s  tha t ope ra ting

cash flow is  adequa te  to make  inte re s t and principa l payments  on long-tenn debt. A DSC

less  than 1.0 indica te s  tha t ca sh flow gene ra ted from ope ra tions  may not be  adequa te  to

fulfill de bt obliga tions , a nd tha t funds  from othe r s ource s  ma y be  re quire d to  a void

de fault.

9

10

11

1 2

1 3

1 4

TIER re pre s e nts  the  numbe r of time s  ope ra ting income  will cove r inte re s t e xpe ns e  on

long-te rm de bt. A TIER gre a te r tha n 1.0 me a ns  tha t ope ra ting income  is  s ufficie nt to

make interest payment on debt.

1 5

1 6 Q- Does Staff recommend any DSC or TIER in this proceeding?

1 7 Ye s . Although, the  DS C a nd TIER re la ting to UNS ' propos e d de bt fina ncing ca nnot be

de te rmine d a t this  time , for the  re a sons  dis cus se d a bove , S ta ff re comme nds  tha t UNS

demonstra te  tha t it mee ts  a  minimum DSC and a  TIER, equa l to or grea te r than 1.0, a t the

time of each debt issuance.

1 8

1 9

2 0

2 1

22 R E C O MME NDAT IO N

23 Q~ What is  S ta ff's  recommending regarding UNS propos ed financ ing?

24

A.

A.

A. S ta ff recommends  the  following:
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1

2

3

4

5

Tha t the  Commiss ion approve  UNS reques t to incur up to $40 million in new debt

fina ncing a nd to re ce ive  up to $40 million in ne w e quity infus ion, for the  s ole

purpose  of a cquiring BMGS.

Tha t the  Commiss ion a uthorize  UNS  to is sue  up to $40 million in de bt fina ncing,

as  recommended in (1) above , in long-tenn debt, and in short-tenn to inte rmedia te -

6 te rm debt.

7 Tha t the  Commis s ion a uthorize  UNS  to re fina nce  a ny s hort-te rm a nd inte nne dia te -

8 te rm de bt, is s ue d unde r this  docke t, to long-te rm de bt, without furthe r Commis s ion

9 authorization.

10

11

12

13

14

Tha t the  Commis s ion a uthorize  UNS  to is s ue  gua ra nte e s  a nd gra nt lie ns  on s ome

or a ll of its  a s s e ts , including BMGS , a nd a ny othe r prope rtie s  a cquire  s ubs e que nt

to this  tra ns a ction, to s e cure  its  obliga tion unde r the  propos e d de bt is s ua nce  a nd to

s e cure  othe r obliga tions  a t the  time  s uch lie ns  a re  gra nte d.

Tha t the  Commis s ion a uthorize  UNS  to e nga ge  in a ny tra ns a ctions  a nd to e xe cute

15 or ca us e  to  be  e xe cu te d  a ny docume nts  s o  a s  to  e ffe c tua te  the  a u thoriza tions

16

17

18

19

20

21

22

re que s te d with this  a pplica tion.

Tha t UNS  file  a  re port with Docke t Control de mons tra ting tha t it ha d a  DS C a nd a

TIER e qua l to or gre a te r tha n 1.0, within 60 da ys  from the  c los e  of e a ch ne w de bt

fina ncing unde r this  docke t.

Tha t UNS  file  a  re port with Docke t Control, within 60 da ys  from the  c los e  of e a ch

fina ncing pa cka ge , de s cribing the  tra ns a ction a nd de mons tra ting tha t the  te rms  a re

cons is te nt with thos e  ge ne ra lly a va ila ble  to compa ra ble  e ntitie s .

23

24 Q. Does this conclude your testimony?

25 A.

2.

4.

3.

1.

5.

6.

7.

Ye s .
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EXECUTIVE SUMMARY
ARIZONA ELECTRIC POWER COOPERATIVE

DOCKET no. E-01773A-04-0528

UNS  Ele ctric file d a  ra te  a pplica tion with the  Arizona  Corpora tion Commis s ion ("ACC
or Commis s ion") on De ce mbe r 16, 2006. The  twe lve  months  e nding J une  30, 2006, wa s
se lected by UNS Electric as  its  te s t-year for a ll ra te  making revenues , ra te  based utility plant, and
ope ra ting e xpe ns e s . A Qua lity of S e rvice  As s e s s me nt wa s  conducte d to a s s ure  the  ne e d for
fa cilitie s  include d in ra te  ba se d utility pla nt. A Use d a nd Use ful Asse ssme nt wa s  conducte d on
pla nt in s e rvice  a s  of J une  30, 2006. Cons truction Work in P rogre s s  ("CWIP ") in e ffe ct a s  of
J une  2006  wa s  a ls o  include d  in  the  ra te  ba s e d  u tility p la n t a nd  wa s  s imila rly re vie we d .
Additiona lly, UNS  Ele ctric re que s ts  inclus ion of a  pos t te s t ye a r a djus tme nt to ra te  ba se  for a
propos e d ge ne ra ting s ta tion re fe rre d to a s  the  Bla ck Mounta in Ge ne ra ting S ta tion. This
testimony concerns these  proposed additions to ra te  based utility plant.
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1 WITNE S S  BACKGROUND AND Q UALIF IC ATIO NS

2 Q- Please state your name, occupation, and business address.

3

4

5

My na me  is  S te ve  Ta ylor. I a m a n Ele ctric Utility Engine e r e mploye d by the  Arizona

Corpora tion Commis s ion ("ACC" or "Commis s ion") in  the  Utilitie s  Divis ion ("S ta ff").

My business  address  is  1200 West Washington Stree t, Phoenix, Arizona  85007.

6

7 Q~ Please describe your educational background.

8

9

I gra dua te d from Duke  Unive rs ity in 1970 with a  Ba che lor of Scie nce  de gre e  in Ele ctrica l

Enginee ring.

10

11 Q- Do you hold any special licenses or certificates?

12 I a m lice ns e d with the  S ta te s  of Arizona  a nd Ma ryla nd a s  a  P rofe s s iona l Engine e r

13 Ele ctrica l.

14

15 Q- Brie fly des c ribe  your re s pons ibilitie s  a s  an  Elec tric  Utility Enginee r.

16

17

18

19

20

2 1

22

23

24

A.

A.

A.

A. I joine d the  S ta ff a s  a n e le ctric e ngine e r in Octobe r, 2006. In my ca pa city a s  a n Ele ctric

Utility Engine e r, I ha ve  inve s tiga te d  the  qua lity of s e rvice  provide d by two e le ctric

utilitie s  in  Arizona  a s  pa rt of fina ncing a pplica tions  be fore  the  Commis s ion. I ha ve

pre pa re d Commiss ion Utility S ta ff pos itions  on two line  s iring ca se s , the  Arizona  P ublic

S e rvice  ("AP S ") P inna cle  P e a k to TS  9 500/230 kV proje ct a nd the  S a lt Rive r P roje ct

("S RP ") De se rt Ba s in 230 kV proje ct. I ha ve  worke d with a re a  utilitie s  in s e tting up loa d

s tudie s  a s  pa rt of the  Commiss ion's  Bie nnia l Tra nsmis s ion Asse s sme nt ("BTA"). I ha ve

worke d with AP S  on pre pa ring a  Commis s ion Utility S ta ff pos ition on a  high volta ge

transformer sharing agreement and sa le  of two properties .
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1 Q- Pleas e  des cribe  other pertinent work experience .

2

3

4

5

6

7

8

9

1 0

11

1 2

1 3

I ha ve  ove r 30 ye a rs  of e xpe rie nce  a s  a n e ngine e r a nd ma na ge r in the  e le ctric utility

indus try. I wa s  e mploye d by P otoma c Ele ctric in Wa s hington, D.C. a nd Ma ryla nd from

1970 through 2002. During tha t time  I: 1) a na lyze d a nd pla nne d tra ns mis s ion a nd

dis tribution s ys te m improve me nts , 2) ma na ge d the  de s ign a nd cons truction of va rious

transmiss ion and dis tribution asse ts  3) managed the  opera tions  and maintenance  function

involving va rious  tra ns mis s ion a nd dis tribution a s s e ts . Additiona lly, I wa s  e mploye d by

P owe r Engine e rs  ("P owe r") in Ha ile y, Ida ho from 2003 through 2006. During tha t time  I

wa s  contra cte d to  Te xa s  Utilitie s  in  Ft. Worth, Te xa s  to  ma na ge  on s ite  the  va rious

tra nsmis s ion line  a nd subs ta tion cons truction pla ns  ge ne ra te d by P owe r. This  prima rily

involve d the  s che duling of cons truction a ctivitie s , re s olving of de s ign a nd cons truction

issues , bidding out contracts , resolving contractor payments  and ass is ting remote ly loca ted

Power s ta ff with design issues  on new projects .

1 4

1 5 Q~ Have you previous ly tes tified before  this  Commis s ion?

1 6

1 7

Ye s . I ha ve  e xpe rie nce  te s tifying be fore  the  Commiss ion. I ha ve  provide d te s timony for

two transmiss ion line  applica tions  for a  Ce rtifica te  of Environmenta l Compa tibility.

1 8

1 9 P URP OS E AND P REP ARATION OF TES TIMONY

20 Q- What is the purpose of your testimony in this case?

2 1

22

23

24

A.

A.

A. I a m providing S ta ffs  te s timony conce rning the  qua lity of s e rvice  s upplie d  by UNS

Electric, a  fie ld a ssessment of used and use ful a sse ts , a  fie ld a ssessment of cons truction

work in progre s s  ("CWIP ") a s se ts  a nd a  brie f ove rvie w of the  propose d Bla ck Mounta in

Ge ne ra ting S ta tion ("BMGS") proje ct.
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1 Q- How have  you prepared for your te s timony?

2

3

4

I ha ve  re vie we d informa tion on file , is sue d da ta  re que s ts  to UNS  Ele ctric a nd re vie we d

thos e  re s pons e s , ins pe cte d UNS  Ele ctric pla nt fa cilitie s  a nd ta lke d with UNS  Ele ctric

personnel.

5

6 Q- When did you inspect UNS Electric's facilities?

7

8

9

1 0

1 1

1 2

I inspected various facilities and consulted with UNS Electric personnel as described in

Staffs Engineering Report relative to this docket (hereinafter referred to as the "Report")

on May 30 through June l, 2007, in the Tucson area and on June 6 through 9 in the

Kinsman area. Additionally, I was in Tucson on January 22, 2007, on a matter unrelated

to the subject Docket and visited various facilities with UNS Electric personnel, two

facilities of which pertain to the subject docket. My findings are in the Report and are

attached as Exhibit ST-l.1 3

1 4

1 5 Q- What UNS Electric personnel have you talked with concerning this docket?

1 6

1 7

1 8

1 9

20

I ha ve  ta lke d  p rima rily with  Mr. Ed  Be ck, Mr. S a m Rugge ll,  a nd  Mr. Ricky Roble s

re pre s e nting UNS  Ele ctric in S a nta  Cruz County a nd Mr. Bill De gilio re pre s e nting UNS

Ele ctric in Moha ve  County. I did ha ve  short dis cuss ions  with s e ve ra l othe r UNS  Ele ctric

representa tives  during the  s ite  vis its  in Santa  Cruz County a rid Mohave  County and some

others  while  se tting up the  s ite  vis its  and resolving data  response  questions.

2 1

22 Q- What documentation have you reviewed in preparing your testimony?

23

24

Shave  reviewed a ll ra te  applica tion mate ria l filed by the  applicant, numerous  responses  to

S ta ff da ta  re que s ts  a nd infonna tion ma de  a va ila ble  for re vie w during the  Ma y a nd June ,

2007 s ite  vis its .25

A.

A.

A.

A.
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1 Q-

2

3

4

Is your testimony herein based upon the aforementioned facility site observations,

conclusions drawn from review of available documentation, information gathered by

talking with applicant personnel and your educational background and work

experience as a utility professional?

5 Ye s  it is .

6

7

8

QUALITY OF SERVICE ASSESSMENT

Q- How does Staff determine whether or not UNS Electric or any electric utility is

9 p ro vid in g  re lia b le  e le c tric  s e rvic e ?

10

11

12

13

14

15

16

17

Un fo rtu n a te ly,  th e re  a re  n o  s in g le  m e a s u re s  o r  e v e n  g ro u p s  o f m e a s u re s  th a t  c a n

de finitive ly de cla re  a  utility is  or is  not s upplying re lia ble  e le ctric  s e rvice  to its  cus tome rs .

The  a ns we r to  this  que s tion ha s  ge ne ra lly be e n to  look a t e a ch utility individua lly,  ta king

into a ccount the  unique  conditions  ofte n found in diffe re nt pa rts  of the  country, the  unique

conditions  tha t a  utility ma y ha ve  to de a l with in its  s e rvice  te rritory, outa ge  me a s ure me nt

s ys te m s  th e  u t ility is  u s in g  o r m a y b e  in  a  p o s it io n  to  u s e ,  a n d  th e  u t ility 's  g e n e ra l

a pproa ch a nd re s pons ive ne s s  to  outa ge s .  The  a ns we r to  the  que s tion of re lia ble  e le c tric

s e rv ic e  is  ba s e d  on  a  p ro fe s s iona l a na lys is  o f a ll the  da ta  a va ila b le  a nd  a  c onc lus ion

18

19

us ua lly qua lifie d with cons ide ra tions  for a ny unique  circums ta nce s  tha t ma y be  pa rt of the

utilitie s ' ope ra ting circums ta nce s .

20

2 1 Q. Would Staff agree that utilities should be striving for uninterrupted service?

22

23

24

25

Ye s ,  m ov ing  towa rd  un in te rrup te d  s e rv ic e  is  a  worthwhile  goa l fo r a ny u tility,  bu t the

re a lity is  tha t m os t utilitie s  on a  s ys te m  wide  ba s is  will find this  una tta ina ble  on a  100 pe r

ce nt continuous  ba s is . The  h igh  cos t o f cons truc ting  e le c tric  p la n t m e a ns  tha t u tilitie s

m us t bu ild  a nd  im prove  u tility p la n t fa c ilitie s  with  a  goa l o f s upp lying  re lia b le  e le c tric

s e rvice  a t a  re a s ona ble  cos t.  This  re lia ble  e le c tric  s e rvice  a t re a s ona ble  cos t m e a s ure  is26

A.

A.

A.
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1

2

3

somewha t subjective  and inte rpre ted diffe rently by utilitie s  and cus tomers . An appropria te

approach for utilitie s  is  to measure  what they have  with regard to outage  his tories  and then

strive  for continuous  improvement in those  measures . The  result should be  tha t cus tomers

4

5

s hould  be  the  re cip ie n t o f continua lly improve d  e le ctric  s e rvice  a nd  the  u tility ca n

appropria te ly and reasonably manage the  cost of needed plant improvements.

6

7 Q-

8

If the re  is  no s ingle  meas ure  of re liability and no prec is e  goa l, then what exac tly does

Staff look a t to reach a  conclus ion on re liability of e lec tric  s ervice?

9

10

S ta ff looks  a t a ll the  informa tion tha t is  a va ila ble  a nd the n re a s ona bly we ighs  a ll the

individua l conclus ions  to re a ch a n ove ra ll conclus ion. The re  a re  nume rous  fa ctors  tha t

11

12

s hould be  looke d a t in a  utility like  UNS  Ele ctric. A comple te  a na lys is  of e a ch fa ctor is

included in the  Report a ttached as  Exhibit ST-l and each factor is  brie fly described be low.

13

14 Re lia bility indice s  for U. S . utilitie s  a re  a va ila ble  on a  limite d ba s is  a nd it is  us e ful to

15 compa re  whe re  one  s ta nds  a s  a  utility with re s pe ct to the s e  e s ta blis he d me trics . UNS

16

17

18

Ele ctric showe d some  fa vora ble  compa risons  to some  of the  a va ila ble  re lia bility me trics

and some  lower pe rformance  comparisons  to othe rs . Summer s torm activity appea red to

be  a  considera tion in the  lower performance  comparisons.

19

20

21

22

23

A re vie w of wors t pe rforming fe e de rs  wa s  conducte d to  s e e  how UNS  Ele ctric wa s

responding to a reas  where  customers  were  be ing most impacted by outages . UNS Electric

pe rs onne l we re  cogniza nt of the s e  proble m a re a s  a nd ge ne ra lly s e e me d to be  tdiing

proactive  s teps  to minimize  future  problems.

24

25

26

A.

A trend ana lys is  was  cons ide red for review a s  a  tool to de te rmine  if se rvice  is  improving,

degrading or rema ining cons tant. Unfortuna te ly, the re  was  insufficient da ta  prior to 2004
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1

2

so this  ana lys is  was  not pe rformed. It will however, be  a  use ful tool in future  yea rs  to track

changes  in re liability me trics .

3

4

5

6

7

Qua lity of s e rvice  compla ints  tha t we re  re ce ive d by the  Commis s ion re ga rding UNS

Ele ctric s e rvice  re lia bility we re  re vie we d for the  ye a rs  2004 through 2007. A tota l of 32

compla ints  we re  e xa mine d with mos t compla ints  of a  ge ne ra l na ture  re la te d to powe r

outages  and a s  described in the  Report a ttached a s  Exhibit ST-1. No unusua l pa tte rns  or

8 issues  were  noted in the  compla ints  on file  with the  Commiss ion.

9

1 0

1 1

1 2

1 3

A re vie w of the  UNS  Ele ctric tra nsmis s ion sys te m wa s  conducte d with prima ry re lia nce

on the  Bie nnia l Tra nsmiss ion Asse ssme nt ("BTA"). The re  a re  se ve ra l ide ntifie d proje cts

a nd a ctivitie s  note d in the  BTA a ffe cting UNS  Ele ctric, howe ve r, this  informa tion is  we ll

known to UNS Electric and various activities  a re  underway to address  these  issues .

1 4

1 5

1 6

1 7

1 8

Load growth on the  UNS Electric sys tem was  reviewed as  the  growth of an e lectric sys tem

ca n impa ct re lia bility. UNS  Ele ctric is  looking a t ve ry high growth ra te s  e s pe cia lly in

some  pa rts  of the  Moha ve  se rvice  te rritory which ne e ds  to be  cons ide re d in conjunction

with the  capita l cons truction program.

1 9

20

2 1

22

23

The  five  ye a r ca pita l cons truction progra m wa s  re vie we d a nd the  e xpe nditure s  pla nne d

s e e me d comme ns ura te  with a  ra pidly growing s e rvice  te rritory. It s hould be  note d tha t

S ta ff is  not implying a ny s pe cific tre a tme nt or re comme nda tion for ra te  ba s e  or ra te

making purposes  in any UNS Electric ra te  filings .
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1 Q- In consideration of all the factors then what is Staffs conclusion on UNS Electric

2 s upplying re liable  e lec tric  s ervice?

3 Sta ff be lieves  UNS Electric is  supplying its  cus tomers  with re liable  e lectric se rvice .

4

5 Q- Are there any considerations that should be noted as part of Staff's conclusion that

6 UNS Elec tric  is  s upplying re liable  e lec tric  s e rvice?

7 The re  is  cle a rly room for improve me nt in re lia bility of a ny utility e le ctric s ys te m. S ta ff

8

9

suggests  to UNS Electric tha t continued improvement of its  outage  measurement systems,

a nd a  focus  on improving outa ge  me trics  e spe cia lly with re ga rd to those  a ssocia te d with

will s e rve  its  cus tome rs  we ll a nd a llow UNS Ele ctric the10 the  "Wors t Pe rforming Feede rs",

11 most e ffective  use  of its  capita l budget associa ted with outage  improvement.

12

13 US ED AND US EFUL AS S ES S MENT

14 Q- Ho w d id  S ta ff d e c id e  wh ic h  p r o je c t s  s h o u ld  b e  p a r t  o f a  Us e d a n d  Us e fu l

15 Assessment?

16

17

18

19

20

21

22

The  initia l approach for this  a sse ssment was  to look a t a  repre senta tive  group of projects

pla ce d in se rvice  a nd cons ide re d Use d a nd Use ful during the  ra te  ca se  te s t ye a r e nding

J une  30, 2006. The  da ta  re s pons e  by UNS  Ele ctric to this  is s ue  produce d a  lis ting too

short to provide  a  repre senta tive  sampling, so the  pe riod for review was  increa sed to the

36 month pe riod e nding J une  30, 2006. This  produce d a  s uita ble  lis ting of proje cts  to

choose  from and ten projects  were  se lected for review representing diffe rent cos t cla sses

(transmiss ion, production, e tc.) and equa lly divided be tween the  Santa  Cruz and Mohave

se rvice  te rritorie s .23

A.

A.

A.
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1 Q~ What d id  S ta ff look for in  making  a  Us ed  and  Us e fu l de te rmina tion?

2

3

4

5

The  prima ry obje ctive  in this  a s se s sme nt wa s  to de te rmine  tha t the  a s se t re vie we d ha d

ve rifiable  documenta tion ava ilable  demons tra ting tha t the  a sse t was  placed in se rvice  no

la te r tha n the  e nd of the  te s t ye a r a nd it wa s  pe rforming the  function for which it wa s

intended. Additiona lly, a s  pa rt of a  prudent and rea sonable  de te rmina tion for each a sse t,

ava ilable  documenta tion was  reviewed to de te rmine  the  asse t was  warranted and the  cos t6

7 of the asset was reasonable and had appropriate management review.

8

9 Q- Could all this have been accomplished through reviewing responses to data request?

1 0

11

1 2

No, a field review is required to confirm the function of the asset is being accomplished,

along with reviewing data responses. In addition, a general discussion of each asset was

accomplished at UNS Electric offices just prior to the May and June, 2007 site visits to

1 3 Tucson and Kinsman.

1 4

1 5 Q- Wh a t  we re  th e  r e s u lt s  o f S ta ff' s  r e vie w o f th e  te n  p ro je c t s  s e le c te d  fo r  th e

1 6 Assessment?

1 7

1 8

All proje cts  we re  de te rmine d to be  Us e d a nd Us e ful no la te r tha n J une  30, 2006. A

de ta ile d summa ry of the  findings  on e a ch proje ct a re  in the  Re port a nd a re  a tta che d a s

1 9 Exhibit ST-1 .

20

2 1 Q- Are there any special considerations or findings in any of the project reviews in the

Used and Useful Assessment?22

23

24

25

26

A.

A.

A.

A. Ye s . One  proje ct, the  Tuba c Golf Re s ort Ove rhe a d to Unde rground conve rs ion with a

cos t o f $236 ,873 .96 , ha d  the  a ppe a ra nce  o f a  p ro je c t tha t migh t be  s ign ifica n tly

re imburse d by the  cus tome r a nd, if so, the n not e ligible  for inclus ion in ra te  ba se  in the

portion re imburse d. UNS  Ele ctric wa s  una ble  to provide  sufficie nt docume nta tion a t the
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1

2

3

time  of this  te s timony to ma ke  a  de finitive  de te rmina tion on the  re imburs a ble  portion of

th is  proje ct a nd re s ulta nt ra te  ba s e  inclus ion, if a ny. S ta ff re comme nds  tha t a  fina l

de tennina tion be  made  on the  trea tment of this  prob e t a fte r UNS Electric has  supplied the

4 necessary documentation.

5

6 Q- Were there any other findings of note?

7

8

9

1 0

S ta ff ge ne ra lly found a ll fa cilitie s  ins pe cte d in  the  fie ld to  be  up to  Na tiona l Ele ctric

Sa fe ty Code  S ta nda rds  a nd built in a ccorda nce  with good utility pra ctice s . S ta ff did note

two is sues  a t London Bridge  Subs ta tion in the  Report with rega rd to security fencing and

oil conta inment tha t wa rranted furthe r review by UNS Electric.

1 1

1 2 CWIP  AS S ES S MENT

1 3 Q- How did S ta ff dec ide  which projec ts  s hould be  part of a  CWIP As s es s ment?

1 4

1 5

1 6

1 7

1 8

1 9

20

2 1

The  a pproa ch for this  a s se ssme nt wa s  to look a t a  re pre se nta tive  group of proje cts  tha t

we re  ca rrie d a s  CWIP  by UNS  Ele ctric a nd ide ntifie d a s  Ne t CWIP  June  2006. The  five

ide ntifie d proje cts  tota le d a pproxima te ly $4.1 million in CWIP  a s  of June  2006, a nd we re

s e le cte d ba s e d on obta ining a  re pre s e nta tive  s a mpling of cos t cla s s e s  (tra ns mis s ion,

production, e tc.) in both the  S a nta  Cruz a nd Moha ve  se rvice  te rritorie s . Additiona lly, a s

the  lis t of CWIP  proje cts  provide d by UNS  Ele ctric wa s  e xte ns ive , the  s e le cte d proje cts

we re  the  highe r a ccumula te d cos t proje cts  to a de qua te ly re pre se nt the  $10.8 million ne t

CWIP of June  2006 included in the  ra te  case  applica tion.

22

23 Q- What did Staff look for in making a CWIP determination?

24

25

26

A.

A.

A. Sta ff' s  primary objective  in this  a ssessment was  to de te rmine  tha t the  asse t reviewed had

verifiable  documenta tion ava ilable  tha t it was placed in se rvice  a t a  specific da te  a fte r June

30, 2006 or it wa s  continuing a s  a  CWIP  proje ct. Additiona lly, a s  pa rt of a  prude nt a nd
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1 re a s ona ble  de te rmina tion for e a ch a s s e t, a va ila ble  docume nta tion wa s  re vie we d to

2 de te rmine  the  a s s e t wa s  wa rra nte d a nd the  cos t of the  a s s e t wa s  re a s ona ble  a nd ha d

3 appropria te  management review.

4

5 Q- Could all this have been accomplished through reviewing responses to data requests?

6

7

8

9

No, a  fie ld re vie w is  re quire d, to confirm the  function of the  a sse t is  be ing a ccomplishe d,

or will be  a ccomplis he d a t s ome  future  time , a long with re vie wing da ta  re s pons e s . In

addition, a  genera l discuss ion of each asse t was  accomplished a t UNS Electric offices  jus t

prior to the  May and June , 2007 s ite  vis its  to Tucson and Kinsman.

10

11 Q- Wh a t we re  th e  re s u lts  o f S ta ff's  re vie w o f th e  live  p ro je c ts  s e le c te d  fo r th e  CWIP

12 Assessment?

13

14

All proje cts  we re  de te rmine d to be  a ppropria te ly include d in CWIP  a s  of June , 2006. A

de ta ile d s umma ry of the  findings  on e a ch proje ct is  in the  Re port a nd is  a tta che d a s

15 Exhibit ST-1 .

16

17 Q- Are there any special considerations or findings in any of the project reviews in the

CWIP Assessment?18

19 Ye s .

20

21

22

23

24

O n e  p ro je c t,  th e  Rh o d e s  Ho me s  2 1  kV s u p p ly with  a  CW IP  in c lu s io n  o f

$442,254.92 was de termined to be  in service  May 26, 2006 and therefore  could reasonably

qua lify for Use d a nd Use ful tre a tme nt. It wa s  note d in the  re vie w of this  proje ct with the

UNS Electric representa tive  tha t the  cos t of the  project was  advanced 100 pe r cent by the

cus tomer and the  cons truction amount was  then subject to repayment to the  cus tomer by

UNS Ele ctric whe n ce rta in loa d conditions  (de scribe d in a n Agre e me nt be twe e n pa rtie s )

25

A.

A.

A.

on the  new supply line  deve loped.
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1 Q. Were  there  any other findings  of note?

2

3

4

Yes , a ll facilitie s  inspected in the  fie ld a ssocia ted with the  CWIP  review were  found to be

up to Na tiona l Ele ctric S a fe ty Code  S ta nda rds  a nd built in a ccorda nce  with good utility

practices .

5

6 BLACK MOUNTAIN GE NE RATING S TATION (c c BMGs n ) RE VIE W

Why is  the re  a  review of the  BMGS in  your Report?7

8

Q-

9

1 0

1 1

1 2

1 3

BMGS  is  a  propos e d 90 m e ga wa tt fa c ility in  Moha ve  County for which $60 m illion to  $65

m illion  ha s  be e n inc lude d in  the  ra te  ba s e  a pplica tion  for procure m e nt by UNS  Ele c tric .

UNS  Ele c tric  ha s  provide d pre  file d te s tim ony with re ga rd to  BMGS . It wa s  e xpe die nt for

S ta ff to  conduct a  s ite  re vie w of this  prob a c t while  in  the  a re a  J une  6 a nd 7, 2007 in the

course  of the  othe r He ld re vie ws  de scribe d e a rlie r in this  te s timony. The  prima ry obi e ctive

wa s  to ve rify wha t s ta ge  of cons truction BMGS  wa s  in.

1 4

1 5

1 6

Q- What observations did Staff make about the BMGS?

1 7

1 8

1 9

2 0

2 1

22

23

24

25

A.

A.

A. Be fore  the  fie ld re vie w, S ta ff inquire d a bout the  e xpe nditure s  to da te  for BMGS . S ta ff

wa s  a dvise d tha t a pproxima te ly $41 million ha s  be e n spe nt to da te  for the  two turbine s ,

e ngine e ring, s ta tion ma te ria ls  a nd ga s  line  cons truction. S ta ff re vie we d the  fie ld s ite  for

the  BMGS on June  6, 2007 with a  UNS Ele ctric re pre se nta tive  a nd obse rve d the  la nd a t

is sue  is  "ope n de se rt" south of Kingma n a nd a  fe w mile s  from the  e xis ting Griffith Powe r

P lant. The re  is  a  la rge  gas  line  (obvious ly for the  proposed plant) be ing cons tructed a long

the  fronta ge  a nd through a  portion of the  prope rty a nd a  69 kV wood pole  line  e xis ts  on

the  fronta ge  roa d for the  s ite . No othe r utility infra s tructure  (or s tructure s  of a ny kind)

was  obse rved on the  s ite . A more  comple te  summary of obse rva tion on the  BMGS a re  in

the  Report and are  a ttached as  Exhibit ST-l .
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1 Q- Wbat conclusions did Staff make about the BMGS?

2

3

4

5

S ta ff conclude s  only tha t the  BMGS  s ite  on J une  6, 2007 ne a r the  Griffith P owe r P la nt

showed active  cons truction of a  ga s  line  project and the  s ite  was  readily access ible  to an

e xis ting 69 kV line  on the  s ite 's  roa d fronta ge . No othe r cons truction a ctivitie s , including

equipment s torage  of any kind, were  noted on the  s ite .

6

7 S UMMAR Y O F  TE S TIMO NY CO NCLUS IO NS

8 Q- Please summarize the conclusions of your testimony.

9

10 reliable electric service.

S ta ff ha s  four s e pa ra te  conc lus ions . Firs t, UNS  Ele c tric  is  s upplying its  cus tome rs  with

S ta ff o ffe re d  UNS  E le c tric  re c o m m e n d a tio n s  o n  o u ta g e

11

12

1 3

14

15

16

17

18

19

20

21

22

23

measurement initia tives  (improved outage  measurement in Mohave  County and a  focus  on

ide ntifying  a nd  improving  pe rforma nce  of "Wors t P e rforming  Fe e de rs " in  both  the

Moha ve  a nd S a nta  Cruz te nitorie s ). S e cond, a ll proje cts  in the  Use d a nd Use ful re vie w

were  de te rmined to be  Used and Use ful no la te r than the  end of the  te s t yea r which was

J une  30, 2006. One  proje ct, the  Tuba c Golf ove rhe a d to unde rground conve rs ion,

appea red to poss ibly have  a  s ignificant cus tomer contribution which needs  to be  re solved

be fore  inclus ion of the  proje ct in ra te  ba se . Two fie ld obse rva tions  during the  re vie w a re

a ls o  note d  a t the  London Bridge  s ubs ta tion  with  re ga rd  to  s e curity fe ncing a nd o il

conta inme nt for a ny a ppropria te  UNS  Ele ctric a ction. Third, a ll proje cts  in the  CWIP

re vie w we re  de te rmine d to be  a ppropria te ly cla s s ifie d a s  Ne t CWIP  June  2006 a lthough

this  is  not a  re comme nda tion for or a ga ins t inclus ion of a ny CWIP  in  the  ra te  ba s e

a pplica tion. One  CWIP  proje ct, the  21 kV supply to Rhode s  Home s  we ll pumps , a ctua lly

qua lifie d for Us e d a nd Us e ful tre a tme nt s ince  the  21 kV line  wa s  de te rmine d us e d a nd

24

25

26

A.

A.

use ful on Ma y 26, 2006 which wa s  prior to the  e nd of the  te s t ye a r. The re  is , howe ve r, a

cus tome r a dva nce  for this  proje ct tha t mus t be  re s olve d in e ithe r a  CWIP  or Us e d a nd

Use ful tre a tme nt. Fourth, a  re vie w of the  fie ld conditions  a t the  propose d BMGS  proje ct
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1

2

3

de te rmined the  s ite  work for this  prob e t is  in the  initia l s tage  with ga s  line  cons truction in

progre s s  a nd a n e xis ting 69 kV line  note d on the  fronta ge  roa d of the  s ite . No othe r

construction mate ria ls  or activities  were  observed on the  s ite .

4

5 Q- Does this conclude your direct testimony?

6 A. Ye s , it doe s .



EXHIBIT ST-1

MEMORANDUM

TO: Docke t Control

FROM : Ernest G. Johnson
Dire ctor
Utilitie s  Divis ion

DATE : June 15, 2007

E NGINE E RING RE P ORT ANALYZING QUALITY OF S E RVICE  MATTE RS ,
US ED AND US EFUL REVIEW AND CONS TRUCTION WORK IN P ROGRES S
R E VIE W  R E LATE D TO  THE  UNS  E LE C TR IC  C O MP ANY R ATE  C AS E
AP P LICATION, DOCKET no. E-04204A-06-0783.

Atta che d is  a n e ngine e ring re port docume nting a  Utilitie s  Divis ion qua lity of s e rvice
a s s e s s me nt for the  ca le nda r ye a rs  2004 through 2006, a nd a  Us e d a nd Us e ful Re vie w a nd
Cons truction Work in P rogre s s  ("CWIP ") Re vie w of UNS  Ele ctric for the  thre e  ye a r pe riod
e nding June  30, 2006. It is  inte nde d for use  a s  a  Commiss ion S ta ff re fe re nce  docume nt in the
pending UNS Electric ra te  case , Docke t No. E-04204A-06-0783 .

Enginee ring finds  no rea son to recommend cons ide ra tion of qua lity of se rvice  mitiga tion
measures as part of the  pending UNS Electric ra te  case  based upon the  results  of the  assessment,
howe ve r, we  do offe r sugge s tions  on future  re lia bility initia tive s  tha t would, S ta ff be lie ve s , we ll
se rve  UNS Electric and its  customers .

Engine e ring furthe r finds  no re a son to e xclude  a ny of the  te n proje cts  in the  Use d a nd
Us e ful Re vie w from ra te  ba s e  inclus ion with the  pos s ible  e xce ption of the  Tuba c Golf Re s ort
Ove rhe a d to Unde rground conve rs ion which ma y ha ve  a  s ignifica nt cus tome r contribution
compone nt. UNS  Ele ctric wa s  not a ble  to provide  s ufficie nt docume nta tion a t the  time  of this
report to make  a  de finitive  de te rmina tion on this  project. A few sugges tions  rega rding subs ta tion
pa rticula rs  on othe r proje cts  we re  include d in the  re port for ne ce ssa ry follow up a ction by UNS
Ele ctric.

RE:

Enginee ring furthe r finds  a ll five  projects  in the  CWIP  review were  in cons truction a t the
time  of the  CWIP  a ccounting in June  2006 with thre e  comple te d a t the  time  of this  Re port a nd
two proje cts  continuing. One  of the  comple te d proje cts , the  Rhode s  Home s  21 kV s upply for
wa te r pumps  wa s  in s e rvice  jus t prior to the  e nd of the  te s t ye a r a nd qua lifie s  for Us e d a nd
Useful trea tment with cons ide ra tion for a  100% cus tomer advance . Enginee ring aga in note s , a s
in the  Re port, tha t the  CWIP  re vie w is  not a  re comme nda tion for or a ga ins t including the s e
projects  associa ted CWIP cost in ra te  base .
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Additiona lly, for ge ne ra l informa tion, Engine e ring wa s  in a  pos ition to ma ke  a  curs ory
re vie w of the  propos e d Bla ck Mounta in Ge ne ra ting S ta tion proje ct (s che dule d for s e rvice  in
2008) which wa s  in the  vicinity of va rious  s ite  vis its  in Moha ve  County. The  Re port include s  a
brie f re vie w of those  findings .

S HT:tdp

Origina tor: S te ve  Ta ylor

Attachment: Origina l and Thirteen Copies
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STAFF ACKNOWLEDGMENT

This Engineering Report was prepared by the Arizona Corporation Commission Utilities
Division ("Utilities Division") for use in the UNS Electric,  Inc. ("UNS Electric") rate case,
Docket No. E-04204A-06-0783. It provides an analysis of the quality of service provided by
UNS Electr ic for  calendar  years 2004 through 2006. It  a lso provides a  used and useful
assessment regarding capital improvements made in the thirty six months prior to June 30, 2006
(end of rate case test year). Additionally, it addresses construction work in progress ("CWIP")
that has been included in rate base in the Application. Observations of the Black Mountain
Generating Station and related discussion with UNS Electr ic are also included for  general
information. The report documents an engineering assessment by Steve Taylor of the Utilities
Division regarding these three primary matters and the one observational issue.

Steve Taylor actively monitors quality of service matters for all Arizona utilities on an
ongoing basis. His quality of service assessment of UNS Electric is based upon a review and
analysis of the company's response to data requests concerning quality of service matters.

A Used and Useful assessment requires a physical survey of selected new and improved
facilities to assure completion of construction, validation that equipment is fully operational, and
that the facilit ies meet National Electr ic Safety Code ("NESC") requirements per  Arizona
Administrative Code R14-2-208. Mr. Taylor has extensive industry experience regarding such
investigations. His used and useful assessment of UNS Electric's capital improvements is based
upon inspect ion of a  sampling of UNS Electr ic facilit ies  and review and analysis  of the
colnpany's response to data requests concerning its capital improvements.

A Construction Work in Progress ("CWIP") assessment requires a  review of newly
completed (since the end of the test year) and on going capital prob ects that were included in the
rate base of the Application and followed by a selected physical survey of the facilities. Mr.
Taylor has extensive industry experience regarding such investigations. His CWIP assessment
of UNS Electr ic 's  capita l improvements  is  based upon inspect ion of a  sampling of UNS
Electr ic 's  facilit ies  and review and ana lysis  of the company's  response to da ta  requests
concerning its capital improvements.

4/9-3~\7°2
Steve Taylor

Electric Utility Staff
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1 . P URP OS E OF ENGINEERING REP ORT

This  e ngine e ring re port s e rve s  a  thre e  fold purpos e . It docume nts  a  qua lity of s e rvice
a s s e s s me nt o f UNS  Ele c tric  pe rfo rme d  by Utilitie s  Divis ion  Eng ine e ring  S ta ff ("S ta ff').
Secondly, it provides  a  Used and Use ful a ssessment of UNS Electric's  capita l improvements  for
the  thirty s ix months  e nding June  30, 2006 (e nd of the  te s t ye a r) pe rforme d by S ta ff. Thirdly, it
provide s  a  Cons truction Work in P rogre ss  ("CWIP") a s se ssme nt of proje cts  tha t we re  include d
with ra te  ba se  in UNS  Ele ctric's  Applica tion a lso pe rforme d by S ta ff As  a  pe riphe ra l ma tte r, in
the  proce s s  of conducting office  a nd s ite  re vie ws , it wa s  e xpe die nt to conduct a  pre limina ry
review of the  proposed Black Mounta in Gene ra ting S ta tion and these  obse rva tions  a re  included
in the  re port a lso. The  re port is  file d with the  Arizona  Corpora tion Commiss ion ("Commiss ion")
in support of the  Commiss ion's  e vide ntia ry re cord for the  UNS  Ele ctric's  ra te  ca se , Docke t No.
E-04204A-06-0783.

II. QUALITY OF S ERVICE AS S ES S MENT

A. F R AME WO R K

S ta ff's qua lity of s e rvice  a s s e s s me nt of UNS  Ele ctric cove rs  the  ca le nda r ye a rs  2004
through 2006. It is  ba se d upon informa tion colle cte d via  da ta  re que s ts  of UNS  Ele ctric a nd a n
a ssocia te d re vie w of tha t infonna tion in compa rison to a n Ins titute  of Ele ctrica l a nd Ele ctronic
Engine e rs  ("IEEE") re lia bility me a sure me nt surve y pe rforme d in 1995 a nd a  spe cific re vie w of
dis tribution fe e de rs  with the  highe s t UNS  Ele ctric outa ge  ra te s . Additiona lly, this  a s se s sme nt
co n s id e rs  fin d in g s  o f co n s u me r co mp la in ts  re g a rd in g  q u a lity o f s e rvice  file d  with  th e
Commis s ion's  Cons ume r S e rvice s  S e ction. A re vie w o f the  tra ns mis s ion  s ys te m in  the
Applicant's  se rvice  a rea  is  a lso cons ide red utilizing the  2006 Biennia l Transmiss ion Assessment

Forwa rd proje ctions  of e xpe cte d future  re lia bility a re  the n offe re d in  cons ide ra tion of the
a forementioned ana lyses  plus  growth ra te s  and projected capita l cons truction. The  Assessment
closes  with Conclusions  based on the  ava ilable  information.

B. DIS TR IB UTIO N S YS TE M

Dis tribution re lia bility is  a  subje ctive  me a sure  a nd mus t ge ne ra lly ta ke  into a ccount the
a va ila ble  outa ge  me a s ure me nt s ys te ms , compa ris ons  to  othe r a cce pte d indus try indice s ,
compa rison to inte rna l compa ny indice s  for tre nd a na lys is , ide ntifica tion of proble m a re a s  a nd
corre ctive  a ction. This  informa tion is  the n cons ide re d a long with othe r fa ctors  de scribe d in the
subse que nt ite ms  of the  Qua lity of S e rvice  Asse s sme nt to re a ch a n ove ra ll Qua lity of S e rvice
Conclus ion (Ite m II.F).

B.1 R E LIAB ILITY INDIC E S

The  Commiss ion ha s  a dopte d a  North Ame rica n Re lia bility Council ("NERC") de finition
of re lia bility for S ta ffs  us e  in the  Bie nnia l Tra ns mis s ion As s e s s me nt. Re lia bility is  compris e d



Ave ra g e SAIFI SAIDI CAIDI MAIFI
Top qua rtile 0.90 54 55 1.5
S e cond qua rtile 1.10 90 76 5.4

Ave ra ge 1.26 117 88 6.6
Third  qua rtile 1.45 138 108 11.1
Bottom qua rtile 3.90 423 197 13.7
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of two compone nts : a de qua cy a nd s e curity. Ade qua cy is  the  a bility of a n e le ctric s ys te m to
supply the  a ggre ga te  e le ctrica l de ma nd a nd e ne rgy re quire me nts  of its  cus tome rs  a t a ll time s ,
taking into account scheduled and reasonably expected unscheduled outages of system elements.
On the  othe r hand, security is  the  ability of an e lectric sys tem to withs tand sudden dis turbances
such a s  e le ctric short circuits  or una nticipa te d los s  of sys te m e le me nts . The se  compone nts  of
re liability a re  subj ective , not easily measured and leave  much to inte rpre ta tion.

Ma ny utilitie s  use  nume rica l indice s  a s  a  me a sure  of a n a ve ra ge  cus tome r's  dis tribution
s e rvice  re lia bility. S uch re lia bility indice s  a re  typica lly compute d on a n a nnua l ba s is . A utility
ma y the n se t re lia bility ta rge ts  ba se d upon be nchma rke d da ta  from its  own sys te m. The  IEEE
ha s  a dopte d a  s ta nda rd de finition for s e ve ra l re lia bility indice s  for e le ctric dis tribution sys te ms
a nd e s ta blis he d a  na tiona l be nchma rk da ta ba s e  via  a  1995 IEEE s urve y of the  e le ctric utility
indus try. The  mos t commonly us e d  re lia b ility ind ice s  a re  S ys te m Ave ra ge  In te rrup tion
Fre que ncy Inde x ("S AIFI"),  S ys te m Ave ra ge  In te rrup tion  Dura tion  Inde x ("S AIDI"), a nd
Cus tome r Ave ra ge  Inte rruption Dura tion Inde x ("CAIDI"). All thre e  re lia bility indice s  a re
de fine d in  IEEE S ta nda rd 13-2003, IEEE Guide  for Ele ctric P owe r Dis tribution Re lia bility
Indice s .

SAIFI is  the  a ve ra ge  numbe r of inte rruptions  e xpe rie nce d by cus tome rs  pe r ye a r. SAIDI
is  the  ave rage  number of inte rruption minute s  expe rienced by cus tomers  pe r yea r. CAIDI is  the
a ve ra ge  dura tion of inte rruptions . MAIFI is  the  a ve ra ge  numbe r of morne nta iy inte rruptions
e xpe rie nce d by cus tome rs  pe r ye a r whe re  a  mome nta ry inte miption is  ge ne ra lly de fine d a s  5
minute s  or le ss  and is  a ssocia ted with the  norma l function of e lectric sys tem re s tora tive  devices
s uch a s  circuit bre a ke rs  a nd re clos ure s . The  MAIFI s ta tis tic is  a  le s s e r us e d me a s ure  in the
industry as  it is  not indica tive  of longer outages , however, it does  measure  an "annoyance  factor"
with cus tomers  when short inte rruptions  (5 minute s  or le ss ) a re  excess ive , the reby caus ing the
frequent rese tting of many e lectronic devices  in the  home or bus iness . Pe r Rura l Utilitie s  Service
("RUS ") Bulle tin 161-5, the  RUS  cons ide rs  a  S AIDI of five  hours  (300 minute s ) or more  pe r
consume r a s  una cce pta ble  e xce pt unde r ve ry unusua l circums ta nce s . The  IEEE 1995 S urve y
e s ta blis he d typica l re lia bility inde x va lue s  for the  e le ctric  u tilitie s  in  the  Unite d  S ta te s  a s
displayed in the  following table .

Ta b le  1
Typ ic a l Re lia b ility In d e x Va lu e s  fo r  US  Utilit ie s

S ta ff propose s  to compa re  in Ta ble  2 the  a ctua l UNS  Ele ctric dis tribution sys te m re lia bility
indice s  to the  typica l re lia bility indice s  conta ine d in Ta ble  l. The  UNS  Ele ctric da ta  utilize d for
this  comparison is  the  yea r end me tric for each of the  la s t three  yea rs  re liability indexes  for UNS
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Electric in each of the  4 ca tegories  noted in Table  1 and itemized by Santa  Cruz County, Mohave
County a nd UNS  Ele ctric's  tota l te rritory. The s e  me a s ure s  a re  a n a ggre ga te  of a ll me a s ure s
ma de  on  a  UNS  Ele ctric  s ys te m wide  ba s is  in  to ta l for UNS  Ele ctric  a nd  in  pa rt for UNS
Ele ctric's  Moha ve  a nd S a nta  Cruz Countie s . Although the re  a re  obvious ly s ome  va ria tions  in
the  measures  in diffe rent pa rts  of UNS Electric's  7,250 squa re  mile  Mohave  se rvice  te rritory and
677 s qua re  mile  S a nta  Cruz te rritory due  to a  va rie ty of fa ctors  s uch a s  cus tome r de ns ity,
geography and weather pa tte rns for example , the  aggregate  measures a re  a  reasonable  indica tor
of ove ra ll re lia bility.

Additiona lly, the se  UNS Ele ctric me a sure s  in Ta ble  2 include  "Ma jor Eve nt Da ys" ge ne ra lly
associa ted with ma jor s torms  and scheduled outages  gene ra lly a ssocia ted with ma intenance  or
cons truction work a ctivitie s  pre  a rra nge d to minimize  cus tome r impa ct. This  is  ne ce s s a ry
be ca us e  UNS  Ele ctric doe s  not colle ct outa ge  da ta  with a  diffe re ntia tion be twe e n type s  of
outages  so the ir da ta  is  a ll inclus ive . This  puts  UNS Electric a t a  disadvantage  in the  comparison
to the  IEEE 1995 da ta  which norma lly would ha ve  be e n done  both with a nd without "Ma jor
Event Days" and scheduled outages . This  would be  an appropria te  accommoda tion in the  UNS
Ele ctric compa rison, in S ta ff" s  opinion, due  to the  na ture  of da ta  colle ction in the  1995 IEEE
Survey not be ing a ll inclus ive  in a ll ca ses . None the le ss , this  comparison of UNS Electric da ta  to
IEEE da ta  can s till be  made  with some  explana tion to address  this  anomaly. On this  bas is , S ta ff
ca n ma ke  a n obje ctive  a s s e s s me nt of the  qua lity of s e rvice  be ing provide d to UNS  Ele ctric's
dis tribution sys tem customers .

The  re s ults  of this  compa ris on a re  s umma rize d in Ta ble  2 be low with the  UNS  Ele ctric
individua l ye a r a nd se rvice  te rritory me trics  pos itione d in the  corre sponding IEEE qua rtile  from
Ta ble  1. The  re s ults  s how tha t UNS  Ele ctric 's  re lia bility inde xe s  ra nge  from top qua rtile  to
bottom quartile  pe rformances  in the  four me trics .



Ra n kin g SAIFI SAIDI CAIDI MAIFI

Top qua rtile
Sc '05 (0.7)
Sc '06 (1.2 )

Second
qua rtile

mo '04 (1.01)
Sc '04 (1.07)
UN '04 (103)
MO '05 (1.08)

MO '04 (76)
so '04 (68)
UN '04 (75)

MO '04 (76)
SC '04 (64)
UN '04 (73)

mo '05 (4.5)
UN '05 (3.7)
mo '06 (5.0)
UN '06 (4.2)

Third qua rtile MO '05(82)
Sc '05 (106)
UN '05 (93)
Mo '06 (97)

UN '06 (96)
Bottom
qua rtile

so '05 (3.14)
UN '05 (1.52)
mo '06 (2.83)
Sc '06 (1.76)
UN '06 (2.58)

Sc '05 (334)
UN '05 (142)
mo '06 (275)
Sc '06 (153)
UN '06 (245)
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Ta b le  2

UNS  Ele c tric  Re lia b ility Inde x Va lue s  Compa re d  to  Typ ic a l fo r US  Utilitie s

Note : Des igna tions  a re  SC for Santa  Cruz County, MO for Mohave  County and UN for the
combined Santa  Cruz and Mohave  counties  each followed by the ir corresponding metric.

Unde r norma l circums ta nce  in which utilitie s  would ha ve  re move d mos t of the ir s e ve re
s torm a nd sche dule d outa ge  impa ct from the ir me trics  (for which UNS  Ele ctric is  pre se ntly not
programmed to do), S ta ff would expect to see  genera lly second quartile  pe rformance  for most of
the  me trics  with  s ome  firs t qua rtile  pe rfo rma nce . In  th is  a n a lys is  fo r UNS  E le c tric ,
a pproxima te ly ha lf the  me trics  me e t this  e xpe cta tion. The  bottom qua rtile  me trics  a re  of some
conce rn a nd mus t be  looke d a t in conjunction with e xpla na tions  of the  da ta  a nd the  ove ra ll
conclus ions  for the  Qua lity of Se rvice  Assessment in Section II.F of this S ta ffRe port.

UNS  Ele ctric ha s  note d in the ir da ta  s ubmitta ls  tha t the re  we re  9 months  in Moha ve
County a nd 3 months  in Sa nta  Cruz County ove r the  3 ye a r a na lys is  pe riod in which cus tome r
outa ge  minute s  e xce e de d 1,000,000 minute s  due  prima rily to s umme r mons oon a ctivity. It is
reasonable  to conclude  tha t a  s ignificant contributing factor to the  bottom quartile  pe rformance  is
the  impa ct of s e ve re  s umme r we a the r on UNS  Ele ctric's  e le ctric s ys te m with rura l e xpos ure .
Additiona lly, it is  note worthy tha t the  CAIDI me trics  (S AIDI divide d by S AIFI) fa ll in to  the
highe r third qua rtile  a nd a s  this  is  a  true r me a s ure , in S ta ff's  opinion, of how long s ome one
a ffe cte d by a n outa ge  will be  out, it is  a  me a s ure  of s ignifica nce . Als o the  MAIFI me trics  a re
cons is tently good showing firs t and second qua rtile  pe rformance , a lthough some  of this  may be



UNS  Ele ctric, Inc.
Docke t No. E-04204A-06-0_83
Page 5

a ttributable  to UNS Electric's  shorte r measurement of a  momenta ry outage  (3 minutes  versus  the
IEEE s tandard of 5 minutes).

B .2  WO RS T P E RFO RMING  FE E DE RS

Re lia bility indice s  on  a  s ys te m a ggre ga te  ba s is  a re  us e ful for de te rmining ove ra ll
re liability, however, an aggrega te  review may tend to mask more  seve re  problems in a  pa rticula r
a re a . For this  re a son S ta ff re vie we d the  his tory of the  wors t pe rforming dis tribution fe e de rs  in
each of the  Mohave  and Santa  Cruz te rritorie s  to de te rmine  if the re  we re  any pa rticula r se rvice
is sue s  tha t re quire d furthe r a tte ntion. By de finition, the re  will a lwa ys  be  dis tribution fe e de rs  in
the  wors t pe rforming ca te gory s ince  the  me a sure  is  re la tive  to a ll othe r dis tribution fe e de rs  of
tha t utility in the  s tudy a re a  re ga rdle ss  of the ir pe rforma nce  le ve l. The  inte nt of the  re vie w is  to
look a t the  impa ct to cus tome rs  in a ny s ingle  ye a r, the  re pe a t impa ct if a ny fe e de r re ma ins  a
wors t pe rfonning feeder in diffe rent years , and the  corrective  measures  employed by the  utility.

S ta ff reviewed the  da ta  submitted by UNS Electric for the  three  wors t pe rforming feeders
in Mohave  County and makes the  following observa tions  :

1. Thre e  ye a rs  da ta  wa s  submitte d (2004 through 2006) a nd no s ingle  fe e de r a ppe a re d in
more  than a  s ingle  year.

2. The  Golde n Va lle y a re a  a ppe a re d in both 2004 a nd 2005 but on s e pa ra te  fe e de rs . No
other particular geographic pattern was observed in the  outages.

No action (othe r than re s tora tion) was  taken on mos t fe ede rs  ove r the  three  yea r pe riod
although underground cable  was replaced and temporary facilities  removed in two cases.

Us ing a  modifie d de finition of CAIDI (tota l cus tome r minute s  divide d by cus tome rs
a ffected) to de tennine  ave rage  cus tomer outage  times , the  pe rformance  ranges  from 62
minutes  per customer per year to 333 minutes  per customer per year. The  62 minutes  per
cus tomer pe r yea r equa te s  to second qua rtile  pe rformance  re la tive  to the  IEEE s tanda rd
a nd the  333 would e qua te  to fourth qua rtile . Compa rison of individua l fe e de r me trics  to
the  IEEE s tandard in this  manner is  not s tandard protocol however it does  indica te  where
more  review might be  appropria te . The  62 minute s  pe r cus tomer pe r yea r is  re a sonable
performance  and the  333 minutes  per customer per year and measures  of this  magnitude
require  cons ide ra tion with othe r factors .

4.

3.

5. Of the  nine  feede rs  reviewed ove r three  yea rs , five  had outage  times  ave raging le ss  than
100 minutes  pe r cus tomer pe r yea r and four had outage  times  ave raging more  than 100
minute s  pe r cus tome r pe r ye a r. An outa ge  ra te  of 100 minute s  pe r cus tome r pe r ye a r
e q u a te s  to  th ird  q u a rtile  CAIDI p e rfo rma n c e  in  th e  n o rma l d e fin itio n  o f IE E E
performance  and would genera lly be  considered an acceptable  level of performance .
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6. Outa ge  pe rforma nce  wa s  not corre la te d to a ny pa rticula r s torm a ctivity, howe ve r, S ta ff
be lieves  s tones  were  a  s ignificant factor in these  outages  based on da ta  supplied by UNS
Electric and addressed in the  fina l pa ragraph of Section lI.B.l he re in.

S ta ff s imila rly re vie we d  the  da ta  s ubmitte d  by UNS  E le c tric  fo r the  th re e  wors t
performing feeders  in Santa  Cruz County and makes  the  following observa tions:

1 . Two ye a rs  da ta  wa s  s ubmitte d  (2005  a nd  2006). One  fe e de r (C-8203  s e rving  N.
Pendleton) appeared in both years.

2. No action (othe r than re s tora tion) was  taken on a ll feede rs  ove r the  two yea r pe riod.

3 . Us ing a  modifie d  de fin ition  of CAIDI (to ta l cus tome r minute s  d ivide d by cus tome rs
a ffected) to de te rmine  ave rage  cus tomer outage  times , the  pe rformance  ranges  from 35
minutes  per customer per year to 141 minutes  per customer per year. The  35 minutes  per
cus tomer pe r yea r equa tes  to firs t qua rtile  pe rformance  re la tive  to the  IEEE s tandard and
the  141 would e qua te  to fourth qua rtile . Compa rison of individua l fe e de r me trics  to the
IEEE s ta nda rd in this  ma nne r is  not s ta nda rd protocol howe ve r it doe s  indica te  whe re
more  re vie w might be  a ppropria te . The  35 minute s  pe r cus tome r pe r ye a r is  re a sona ble
perfonnance  and the  141 minutes  pe r cus tomer per year and measures  of this  magnitude
require  cons ide ra tion with othe r factors .

4. Of the  five  fe e de rs  re vie we d ove r two ye a rs , two ha d outa ge  time s  a ve ra ging le s s  tha n
100 minute s  pe r cus tomer pe r yea r and two had outage  times  ave raging more  than 100
minute s  pe r cus tome r pe r ye a r a nd one  ha d a n outa ge  time  clos e  to 100 minute s  pe r
cus tomer pe r yea r. An outage  ra te  of 100 minutes  pe r cus tomer pe r yea r equa tes  to third
qua rtile  CAIDI pe rfonna nce  in the  norma l de finition of IEEE pe rforma nce  a nd would
genera lly be  considered an acceptable  level of performance.

Outa ge  pe rfonna nce  wa s  not corre la te d to a ny pa rticula r s torm a ctivity, howe ve r, S ta ff
be lieves  s torms were  a  s ignificant factor in these  outages  based on da ta  supplied by UNS
Electric and addressed in the  fina l pa ragraph of Section II.B.1 here in.

In addition to the  da ta  review, S ta ff de te rmined tha t four feede rs  se lected from the  wors t
pe rfonning lis t wa rra nte d a  clos e r fie ld re vie w to e va lua te  fie ld conditions  a nd pla nne d or
othe rwise  poss ible  improvements . The  four fe ede rs  we re  se lected ba sed on those  with grea te r
cus tome r impa ct a nd a lso cha ra cte riza tion a s  a  wors t pe rforming fe e de r in more  tha n a  s ingle
ye a r. The  fe e de rs  se le cte d we re  inspe cte d with S ta ff and UNS  Ele ctric pe rs onne l on Ma y 31,
2007 in Santa  Cruz County and on June  7, 2007 in Mohave  County. A summary of the  findings
is  provided a s  follows :

5.

1. Ca ne s  Fe e de r C-8203 s e rving N. P e ndle ton Dr (S a nta  Cruz County) is  a  ve ry long
(a pproxima te ly 100  mile s ) 13  kV d is tribu tion  fe e de r s e rving  re s ide n tia l a nd  ligh t
commercia l load in a  partia lly mounta inous a rea  be tween Tucson and Nogales  and east of



UNS  Ele ctric, Inc.
Docke t No. E-04204A-06-0783
Page 7

Inte rs ta te  19. S ta ff inspe cte d portions  of the  fe e de r on Ma y 31, 2007 with UNS  Ele ctric
personnel and observed tha t problems were  be ing regularly addressed with the  addition of
lighte ning a rre s te rs  in se le cte d loca tions , re pla ce me nt of wood pole s  with s te e l pole s  in
unstable  soil a reas  a long the  Santa  Cruz rive r, cross  a rm ins ta lla tion a t se lected loca tions
to incre a s e  pha s e  s pa cing, a nd fa irly a ggre s s ive  a nd re ce nt tre e  trimming in the  high
ve ge ta tion a re a s  clos e  to the  S a nta  Cruz rive r. Additiona l a ction be ing cons ide re d
includes  transfening some parts  of this  feeder to other feeders  to reduce  the  length of line
e xpos e d a nd a dding fie ld re clos ure s  (one  pre s e ntly e xis ts ) to is ola te  a re a s  tha t ha ve
fa ulte d in lie u of la rge r s e gme nts  of the  fe e de r. S ince  the  a re a  ha s  topogra phy which
te nds  to ma ke  it s ubje ct to s umme r thunde rs torms  with re s ulta nt lighte ning a nd wind
impacts  and the  ove rhead line  exposure  is  high (about 50 pe rcent of the  100 mile  line  is
ove rhe a d), the  fe e de r will like ly re ma in a s  one  which will re quire  continue d a tte ntion in
the  future . S ta ff wa s  conce rne d tha t volta ge  de gra da tion might be  a  proble m a t s ome
loca tions  on this  fe e de r due  to  its  long le ngth, howe ve r, UNS  Ele ctric a dvis e d tha t
ma inta ining the  prope r voltage  ha s  not been a  problem. S ta ff be lieves  UNS Electric ha s
taken the  appropria te  s teps to minimize  customer outages as  evidenced by the  work of the
last few years  and is  prepared to continue  improvements  of this  feeder.

Moha ve  Fe e de r 8008 se rving Aqua  Fria  a nd Golde n Va lle y (Moha ve  County) is  a  short
(le s s  tha n five  mile s ) 13 kV ove rhe a d dis tribution fe e de r s e rving re s ide ntia l loa d in a
ge ne ra lly fla t va lle y a re a  be twe e n Kins ma n a nd Bullhe a d City. The  topogra phy of the
a rea  makes  the  feede r subject to lightening impacts  during summer thunde rs torms . The
wind impact from these  summer s tones  appea rs  minor a s  the re  is  minima l ta ll vege ta tion
in the  a re a  tha t could be  blown into the  fe e de r a lthough blowing de bris  pre se nts  some
risk. The  conductor is  a  re la tive ly sma ll Numbe r 2 a luminum conductor s te e l re inforce d
("ACS R") which is  ta rge te d for re pla ce me nt with la rge r conductor proba bly in 2008 or
2009. A substantia l portion of the  feeder is  built undernea th a  69 kV feeder on a  common
pole  line  the re by prote cting the  unde r built 13 kV from lighte ning s trike s  a nd re s ulta nt
outa ge s . The  re building of the  Numbe r 2 ACSR line  (compris ing the  bulk of the  fe e de r)
will provide  a dditiona l lighte ning prote ction for the  fe e de r due  to the  ne w cons truction
s ta nda rd re quiring a pproxima te ly 5 lighte ning a rre s te rs  pe r pole  mile  of line  the re by
re ducing the  like lihood of a ny lighte ning induce d outa ge s  on the  13 kV portion of the
feeder. S ta ff be lie ve s  this  fe e de r a s  in pla ce  toda y pre s e nts  a  low ris k of e xce s s ive
outa ge s  a ffe cting cus tome rs . Additiona lly, UNS Ele ctric will be  ta king a ppropria te  s te ps
to furthe r minimize  cus tome r outa ge s  on this  fe e de r with the  re pla ce me nt of the  fe e de r
with la rger conductor and associa ted lightening protection.

2.

3 . Moha ve  Fe e de r 8016  s e wing  Aqua  Fria  a nd  Golde n  Va lle y (Moha ve  County) is  a
re la tive ly s hort (le s s  tha n te n mile s ) 21 kV ove rhe a d dis tribution fe e de r with  s ome
unde rground se rving re s ide ntia l loa d a nd some  light cormne rcia l loa d in a  ge ne ra lly fla t
va lley a rea  be tween Kinsman and Bullhead City. The  topography of the  a rea  is  common
to Moha ve  Fe e de r 8008 de s cribe d a bove  a nd ma ke s  the  fe e de r s ubje ct to lighte ning
impa cts  during summe r thunde rs torms . The  wind impa ct from the s e  s umme r s torms
appea rs  minor a s  the re  is  minima l ta ll vege ta tion in the  a rea  tha t could be  blown into the
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fe e de r a lthough blowing de bris  pre se nts  some  risk. A subs ta ntia l portion of the  fe e de r
was  rebuilt approxima te ly s ix yea rs  ago however the  s tanda rd a t tha t time  did not ca ll for
lighte ning a rre s te r prote ction a long the  ma in fe e de r trunk e xce pt a t tra ns forme rs  a nd
other s imila r equipment connections . S ta ff be lieves  this  feeder as  in place  today presents
a  low risk of excessive  outages  a ffecting customers  a lthough outages  could like ly be  most
a ttribu ta b le  to  s umme r s tone  a nd  ligh te n ing  a ctivity. S ta ff s ugge s ts  tha t furthe r
monitoring of the  outage  pe rformance  of this  fe ede r be  conducted and if a  corre la tion is
made  be tween excess ive  outage  ra te s  and a rea  lightening activity, then cons ide ra tion be
given to the  ins ta lla tion of additiona l lightening a rres te rs  a long the  feeder.

4. Moha ve  Fe e de r 6026 s e rving a  portion of the  La ke  Ha va s u a re a  out of North Ha va s u
S ubs ta tion is  a  mode ra te  le ngth (a pproxima te ly 20 mile s ) 13 kV ove rhe a d dis tribution
feede r se rving re s identia l load and some  light commercia l load in a  hilly a rea  jus t ea s t of
La ke  Ha va su. (Moha ve  County). The  fe e de r is  fre que ntly cons tructe d a long the  re a r lot
line  of home s  (ins te a d of the  more  common s tre e t fronta ge  cons truction) which ma y
impede  utility access  and the reby increase  some  re s tora tion times . The  line  cons truction
e mploys  lighte ning a rre s te rs  a t tra rrs fonne rs  a nd othe r s imila r e quipme nt conne ctions .
The  topography of the  a rea  makes the  feeder subj e t to lightening impacts  during summer
thunde rs torms . The  wind impa ct from the se  summe r s torms  a ppe a rs  minor a s  the re  is
minima l ta ll ve ge ta tion in the  a re a  tha t could be  blown into the  fe e de r a lthough blowing
debris  presents  some risk. S ta ff be lieves  this  feeder as  in place  today presents  a  low risk
of e xce s s ive  ou ta ge s  a ffe cting  cus tome rs  a lthough outa ge s  could  like ly be  mos t
a ttribu ta b le  to  s umme r s torm a nd  ligh te n ing  a ctivity. S ta ff s ugge s ts  tha t furthe r
monitoring of the  outage  pe rformance  of this  fe ede r be  conducted and if a  corre la tion is
made  be tween excess ive  outage  ra tes  and a rea  lightening activity, then conside ra tion be
given to the  ins ta lla tion of additiona l lightening a rres te rs  a long the  feeder.

S ta ff finds  no pa rticula r pa tte rs  or circums ta nce s  of conce rn in the  outa ge  s ta tis tics  for
UNS  Ele ctric's  wors t pe rforming fe e de rs  ba s e d on the  informa tion a va ila ble . Ordina rily, S ta ff
would pre fe r to a na lyze  a  minimum of five  re ce nt conse cutive  ye a rs ' da ta  to ide ntify re pe a ting
wors t pe rforming feede rs  and a rea s  repea tedly a ffected. UNS Electric does  not have  any IEEE
type  da ta  prior to 2004 s ince  the  Arizona  a s se ts  of Citize ns  we re  not a cquire d until tha t time .
The  one  feeder in the  da ta  supplied tha t does  have  more  than one  year in the  worst performance
ca te go ry is  C-8203  in  S a n ta  Cruz  Coun ty howe ve r the  co rre s pond ing  mod ifie d  CAIDI
me a sure me nt is  not unre a sona ble  (141 in 2005 a nd 125 in 2006) a nd the  numbe r of a ffe cte d
cus tomers  is  re la tive ly low (approxima te ly 200).

S ta ff did note  tha t UNS  Ele ctric utilize s  the ir Outa ge  Ma na ge me nt S ys te m ("OMS ") to
colle ct outa ge  s ta tis tics  in S a nta  Cruz County. The  S a nta  Cruz s ys te m is  ca pa ble , in S ta ffs
opinion, of colle cting a nd re porting da ta  in a  va rie ty of wa ys  with va rying a mounts  of ma nua l
inte ra ction. S ta ff be lie ve s  it would be ne fit UNS Ele ctric a nd the ir cus tome rs  to be gin colle cting
da ta  a nnua lly in S a nta  Cruz County to de te nnine  the  wors t pe rforming fe e de rs  (a  minimum of
three  identified per year) for Santa  Cruz County us ing a  minutes  (or hours) per customer a ffected
pe r ye a r me a sure  (s imila r to UNS Ele ctric's  Ma y 4, 2007 da ta  re sponse  numbe r s ix). This  da ta
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colle ction could, S ta ff sugge s ts , be  mode le d us ing re a sona ble  a s sumptions  to minimize  a ny
a dditiona l ma nua l e ffort a nd s till me e t the  goa l of ide ntifying fe e de rs  with the  mos t a dve rs e
impa ct on  cus tome rs . This  type  of re vie w, in  S ta ffs  opinion, would  a llow UNS  Ele ctric  to
readily de tennine  which feede rs  a re  mos t adve rse ly impacting cus tomer se rvice  and then a llow
UNS  Ele ctric S a nta  Cruz County to be tte r focus  the ir e fforts  on a ppropria te  upgra de s  to those
feeders.

S ta ff furthe r note s  tha t UNS Electric utilize s  a  manua l sys tem to collect outage  s ta tis tics
in  Moha ve  County. UNS  Ele ctric Moha ve  County ha s  a  Work Ma na ge me nt S ys te m a nd a
pa rtia lly de ve lope d Ge ogra phic Infonna tion S ys te m with future  pla ns  to e mploy a n Outa ge
Management Module  a s  pa rt of the  Work Management Sys tem in the  next few yea rs . Although
UNS Electric Mohave  County does  not have  the  present ability to collect outage  da ta  in the  same
ma nne r a s  UNS Ele ctric Sa nta  Cruz County, S ta ff be lie ve s  it would be  be ne ficia l to cus tome rs
for UNS  Ele ctric  Moha ve  County to  s imila rly a dopt a  wors t pe rforming fe e de r re vie w a s
described above  for Santa  Cruz County when sufficient tools  a re  ava ilable  to reasonably collect
and analyze outage data.

B .3  TR E ND ANALYS IS

One  us e ful tool for de te rmining re lia bility is  a  compa ra tive  re vie w of pre s e nt re lia bility
me trics  in  re la tion to  pa s t ye a rs  me trics  to  de te rmine  if the  ove ra ll re lia bility is  improving,
de gra ding or re ma ining cons ta nt. From tha t re vie w, it is  re a sona ble  to proje ct future  re lia bility
with conside ra tion for othe r growth and capita l inves tment plans .

S ta ff ordina rily e xpe cts  to pe rfonn this  type  of a na lys is  if da ta  is  a va ila ble  to do s o,
howeve r, in this  ca se , the  da ta  is  not ava ilable . UNS Electric does  not have  any IEEE type  da ta
prior to 2004 s ince  the  Arizona  a sse ts  of Citizens  were  not acquired until tha t time . Additiona lly,
UNS  Ele ctric doe s  not se pa ra te ly me a sure  Ma jor Eve nt Da ys , so the ir da ta  in the  indice s  is  a ll
inclus ive . A compa rison us ing only the  thre e  ye a rs  of a va ila ble  da ta  is  not cons tructive  in this
case. There  is  no way of diffe rentia ting severe  s torm occurrences  from more  routine  outages  and
the  tre nd a na lys is  with a nd without Ma jor Eve nt Da ys  ca nnot be  pe rforme d. Additiona lly, thre e
ye a rs  da ta  is  only ma rgina lly s ufficie nt to pe rform a  me a ningful tre nd a na lys is  pre s uming a ll
other data  considerations are  met.

c. Q UALITY O F  S E RVICE  CO MP LAINTS

The  Commiss ion re gula rly re ce ive s  te le phone  ca lls  from utility cus tome rs  who wish to
voice  the ir conce rn (or a pprova l) on a  va rie ty of utility is s ue s . The s e  ca lls  a re  logge d in a nd
re fe rra ls  made  to the  appropria te  utility for re sponse  to the  cus tomer on the  pa rticula r issue  cited
by the  cus tome r. The  S e rvice  Inte rruption ca te gory is  one  of the  ca te gorie s  use d to de fine  the
type  of ca ll re ce ive d. Although the  la ck of or low ins ta nce  of compla in ts  in  its e lf is  not a
de fin itive  me a s ure  o f a cce p ta b le  re lia b ility, a  re vie w of compla in ts  whe n  conducte d  in
conjunction with othe r a na lyse s  (such a s  those  include d in this  a s se s sme nt) ca n we igh in the
overall assessment conclusion.
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S ta ff ha s  re vie we d the  logge d ca lls  re ce ive d by the  Commis s ion with re ga rd to UNS
Electric for the  yea rs  2004 through 2007 to da te  and with the  Se rvice  Inte rruption identifie r. The
ca lls  a re  summarized as  follows:

1. Ca le nda r Ye a r 2004--No compla ints  re ce ive d.

Ca le nda r Ye a r 2005-A tota l of 9  compla ints  re ce ive d a pproxima te ly e ve nly divide d
be twe e n Moha ve  a nd S a nta  Cruz Countie s . Compla ints  we re  of a  ge ne ra l na ture
(inability to contact UNS Electric promptly, longe r outage  or more  frequent outages  than
e xpe cte d , p rope rty da ma ge , UNS  Ele ctric 's  re s pons e  re ga rd ing  re s to ra tion  time
inadequa te ). Compla ints  were  rece ived throughout the  year with no pa rticula r geographic
pa tte rn obse rved. All compla ints  were  addressed by UNS Electric and cons ide red closed
by the  ACC.

3. Ca le nda r Ye a r 2006-A tota l of 22 compla ints  re ce ive d a pproxima te ly e ve nly divide d
be tween Mohave  and Santa  Cruz Counties . Compla ints  were  of a  genera l na ture  (inability
to  conta ct UNS  Ele ctric promptly, longe r outa ge  tha n e xpe cte d, prope rty da ma ge ,
ina bility to de te rmine  time  to ma ke  re pa irs ). Compla ints  we re  re ce ive d throughout the
ye a r with no pa rticula r ge ogra phic pa tte rn obse rve d. All compla ints  a ddre sse d by UNS
Electric and considered closed by the  ACC.

4. Ca le nda r Ye a r 2007-S ta ff note s  only one  compla int re ce ive d a t the  time  of this  re port
with cha racte ris tics  s imila r to compla ints  previous ly noted.

S ta ff finds  no pa rticula r pa tte rns  or circumstances  of conce rn in the  compla ints  rece ived
by the  ACC for the  years  2004 through 2007 to da te .

D. Trans mis s ion

The  Commission performs a  biennia l transmission system assessment in accordance  with

As s e s s me nt ("BTA") wa s  a pprove d by the  Commis s ion in  Ma rch 2007 a nd e va lua te s  the
condition o f  t h e ove ra ll Arizona transmiss ion system and addresses concerns or
accomplishments  in specific a reas . The  Assessment concludes  tha t "In genera l, the  exis ting and
propos e d Arizona  tra ns mis s ion s ys te m me e ts  the  loa d s e rving re quire me nts  of the  s ta te  in a
re lia ble  ma nne r". S ta ff be lie ve s  this  ove ra ll Arizona  conclus ion is  a n importa nt e le me nt of
s e rvice  re lia b ility fo r a ll Arizona  u tilitie s , howe ve r it is  a ppropria te  to  a ls o  cons ide r a ny
particula r findings  gennane  to UNS Electric in the  BTA and additiona lly any othe r issues  beyond
the  BTA tha t may be  a  considera tion in assessing the  UNS Electric transmission system.

S ta ff note s  in the  BTA tha t Re lia bility Mus t Run ("RMR") conditions  in the  Moha ve  a nd
S a nta  Cruz a re a s  s upplie d by UNS  Ele ctric re quire  furthe r a na lys is  a nd pos s ible  a ction to
ma inta in re lia bility. Whe n a n a re a  mus t run its  own ge ne ra tion due  to tra ns mis s ion import
constra ints , the  a rea  is  de te rmined to be  an RMR area . This  is  not necessarily undesirable  as  the

2.
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cos t of running a re a  ge ne ra tion  ma y be  le s s  tha n the  cos t of build ing ne w tra ns mis s ion.
None the le ss , utilitie s  se rving both the  Mohave  and Santa  Cruz a reas  need to furthe r review this
ma tte r s o tha t a  long te rm s olution, if ne ce s s a ry, ca n be  imple me nte d. This  conclus ion is  not
unlike  s imila r conclus ions  in ye a r's  pa s t a nd re sulta nt ACC dire ctive s  to utilitie s  in othe r a re a s
such as  Phoenix where  RMR conditions  were  identified in the  2004 BTA and addressed through
sys tem planning ana lys is  and re sultant cons truction plans . The  2006 BTA process  has  identified
this  proble m in the  UNS  Ele ctric s e rvice  te nitorie s  (a s  it ha s  done  in othe r Arizona  a re a s  in
e a rlie r BTAs) a nd conse que ntly the  ACC ha s  dire cte d UNS  Ele ctric to pe rfonn the  ne ce s sa ry
RMR s tudie s  in conjunction with othe r a s s ocia te d pa rtie s  a s  pa rt of the  upcoming 2008 BTA
process.

S ta ff a lso note s  from the  BTA tha t the  UNS  Ele ctric's  pla n to improve  re lia bility for the
S a nta  Cruz te rritory is  to cons truct a  s e cond tra ns mis s ion line  in the  Noga le s  a re a  from the
propos e d Ga te wa y s ubs ta tion to the  e xis ting Va le ncia  S ubs ta tion to introduce  re dunda ncy of
s upply a nd the re by improve  re lia bility. Additiona lly the re  a re  long te rm improve me nts  for the
Sa nta  Cruz tra nsmiss ion sys te m note d in UNS Ele ctric's  Te n Ye a r P la n, pa rticula rly a  ne w 138
kV circuit be tween Va lencia  Subs ta tion and Sonoita  Subs ta tion and upgrade  of the  Va lencia  to
Va il line  from 115 kV to 138 kg.

From a  powe r production a nd tra nsmis s ion pe rspe ctive , it is  importa nt to cons ide r tha t
UNS Electric is  la rge ly dependent on othe rs  through contract to provide  power and transmit tha t
powe r to ce rta in loca tions  whe re  it is  the n picke d up on the  UNS  Ele ctric tra nsmiss ion sys te m.
UNS  Ele ctric pre se ntly me e ts  its  powe r re quire me nts  through a  P owe r S upply Agre e me nt with
P inna cle  We s t. We s te rn  Are a  P owe r Authority is  u tilize d a t ma ny of the  s upply points  to
tra ns mit powe r to a  loca tion whe re  UNS  Ele ctric ca n tie  in the ir tra ns mis s ion s ys te m. This
a pproa ch to supplying a nd tra nsmitting powe r is  de pe nde nt on the  prote ction a nd a s sura nce s
conta ine d in the  a s socia te d contra ct conditions . S ta ff doe s  not fore se e  a ny inhe re nt re lia bility
problems in this  approach.

E. FORWARD P ROJ ECTIONS

A Qua lity of Se rvice  Assessment is  made  a t a  pa rticula r point in time , the  end of 2006 in
this  ca se . Ge ne ra lly howe ve r, it is  a ppropria te  to ma ke  a  forwa rd proje ction on Qua lity of
S e rvice  to  de te rmine , ba s e d  on  a va ila b le  in fo rma tion , if the  fu tu re  tre nd  is  improving ,
de te riora ting or re ma ining cons ta nt. This  ca n be  re a sona bly a ccomplishe d through a  his torica l
a nd future  tre nd de te rmina tion re vie w of re lia bility cons ide ra tions  (pre ce ding Ite ms  II.B, II.C
a nd II.D) couple d with a n a na lys is  of proje cte d cus tome r loa d growth a nd proje cte d ca pita l
inves tment noted in the  following discuss ion.

E .1 P RO J E CTE D LO AD G RO WTH

UNS  Ele ctric  is  proje cting ove ra ll (Mohave a nd S a nta  Cruz countie s ) cus tome r ba se
growth a t a n a nnua l a ve ra ge  ra te  of 6.6% for the  ye a r e nd 2006 through ye a r e nd 2011 time
period. They have  experienced an actua l 5.2% customer base  growth ra te  for the  year end 2003
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through ye a r e nd 2006 time  pe riod a nd this  ove ra ll growth ra te  is  gre a te r in Moha ve  County a t
7.0% than in Santa  Cruz a t 3.5% for the  same period.

The  cus tome r ba s e  is  highe r in Moha ve  County (73,581 tota l numbe r of cus tome rs  a ll
cla sse s  ye a r e nd 2006) tha n Sa nta  Cruz County (20,126 tota l numbe r of cus tome rs  a ll cla sse s
ye a r e nd 2006). The  re s ide ntia l cla s s  of cus tome rs  domina te s  in numbe r in both Moha ve  a nd
S a nta  Cruz countie s  howe ve r the  growth ra te  of re s ide ntia l cus tome rs  is  gre a te r in Moha ve
County (7.6 % growth ra te  for 2004 through 2011) than in Santa  Cruz County (5.0 % growth ra te
for 2004 through 2011).

The  MWH sa les  figures  genera lly follow the  customer trends  cited above .

The  Mohave  projected cus tomer and load growth ra te s  a re  within S ta ff's  expecta tions  in
cons ide ra tion of a nticipa te d re s ide ntia l a nd comme rcia l cons truction prima rily in the  Kinsma n
a nd Ha va su a re a s . This  high growth is  due  to a n influx of re tire e s  from Ca lifornia , a n influx of
Ne va da  re s ide nts  fa cilita te d by the  soon to be  comple te d Hoove r Da m Bypa s s  a s  we ll a s  the
his torica l load growth of the  a rea .

The  S a nta  Cruz prob e cte d cus tome r a nd loa d growth ra te s  a re  a ls o within S ta ff' s
expecta tions  in considera tion of his torica l trends  and the  genera l lower growth ra tes  projected as
compared to Mohave .

In s umma ry for growth, UNS  Ele ctric ha s  e xpe rie nce d high cus tome r a nd loa d growth
a nd will like ly continue  to e xpe rie nce  high growth ra te s . The  growth is  more  pronounce d in
Mohave  County.

E .2  P R O J E C TE D C AP ITAL INVE S TME NT

UNS  Ele ctric will re quire  future  e le ctric s ys te m ca pita l inve s tme nt in a ll ma jor ca pita l
cos t cla sse s  (new bus iness , dis tribution sys tem re inforcement, transmiss ion and production) to
provide  s e rvice  to ne w cus tome rs  a nd e ns ure  tha t ove ra ll re lia bility is  a de qua te . The  ne w
bus ine s s  cla s s  include s  a ll d is tribution line s  a nd me te rs  to  s upply ne w cus tome rs . The
dis tribution s ys te m re inforce me nt cla s s  include s  a ll ne w a nd upgra de d dis tribution line s  a nd
substa tions. The  transmission system class  includes a ll new and upgraded transmission lines  and
subs ta tions  (ra te d 69 kV a nd highe r). The  production cla s s  include s  upgra de s  to powe r pla nt
fa cilitie s .

UNS  Ele ctric ha s  provide d proje ct spe cific informa tion a nd cos t for the ir ca pita l budge t
plans for the  years  2007 through 2011 as  requested and itemized by the  subject cost classes  and
furthe r by Moha ve  a nd S a nta  Cruz countie s . The  re que s te d informa tion provide d to S ta ff wa s
submitted unde r a  "P rotective  Agreement" requiring continued confidentia lly of the  informa tion.
Staff therefore  addresses  UNS Electric's  capita l program in genera l te rms.
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S ta ff ha s  a na lyze d the  proje cte d e xpe nditure s  a nd proje cts  for the  ye a rs  2007 through
2011 in e a ch se rvice  te rritory, Moha ve  County a nd Sa nta  Cruz County a nd furthe r ite mize d by
cost classes  previously noted. S ta ff be lieves  the  projected capita l expenditures  a re  appropria te  in
cons ide ra tion of the  proje cte d growth ra te s  note d in Ite m II.E.l, the  re lia bility is s ue s  note d in
Items  II.B and II.C and the  transmiss ion is sue s  noted in Item II.D. This  does  not howeve r, imply
a  s pe cific tre a tme nt or re comme nda tion for ra te  ba s e  or ra te  ma king purpos e s  in a ny UNS
Ele ctric's  ra te  filings ,

F . CONCLUS IONS  FOR Q UALITY O F  S E R VIC E

Ba s e d on the  re vie w of UNS  Ele ctric 's  cus tome r re lia bility me a s ure s , tra ns mis s ion
sys te m re vie w, a nticipa te d growth a nd future  Cons truction Work P la ns , it is  S ta ffs  conclus ion
tha t:

1. UNS  Ele ctric is  s upplying its  cus tome rs  in both the  Moha ve  a nd S a nta  Cruz s e rvice
te nitorie s  with re lia ble  e le ctric s e rvice . The  Dis tribution Re lia bility indice s  a re  he a vily
influenced by major s torms and the  rura l na ture  of pa rts  of the  se rvice  tenitories .

The  UNS  Ele ctric tra nsmis s ion sys te m is  a de qua te ly supplying both s e rvice  te rritorie s ,
howe ve r the re  a re  se ve ra l ide ntifie d is sue s  in the  2006 BTA tha t re quire  re solution a nd
UNS Electric is  addressing these  issues.

3. The  loa d a nd cus tome r growth ra te s  of UNS  Ele ctric a re  re a sona bly proje cte d ba se d on
pas t load and cus tomer growth ra te s  and overa ll popula tion growth expected for Arizona .
Both  s e rvice  te rn 'to rie s  a re  e xpe rie ncing  h igh  g rowth  ra te s  with  Moha ve  County
experiencing a  higher ra te  than Santa  Cruz.

4. UNS Ele ctric proje cts  inve s tme nt in its  ca pita l pla nt ove r the  ne xt five  ye a rs  in a  ma nne r
tha t indica tes  new cus tomers  will be  adequa te ly and time ly se rved and a ll cus tomers  can
e xpe ct a  re a s ona ble  le ve l of re lia bility. UNS  Ele ctric 's  Five  Ye a r Cons truction Work
P la n is  a ppropria te  in cons ide ra tion of the  e xpe cte d growth a nd sys te m re inforce me nt
needs . This  conclus ion, however, does  not imply a  specific trea tment or recommenda tion
for ra te  base  or ra te  making purposes  in any UNS Electric's  ra te  filings .

5. UNS Electric has  an e ffective  outage  measurement sys tem in Santa  Cruz County with the
a bility to produce  a  va rie ty of me trics . S ta ff be lie ve s  UNS  Ele ctric would incre a s e  the
va lue  of th is  s ys te m to  its  cus tome rs  a nd furthe r improve  re lia bility by a dditiona lly
e mploying a  me tric to ide ntify the  wors t pe rforming fe e de rs  on a  minute s  (or hours ) pe r
cus tome r a ffe cte d pe r ye a r me a s ure  in S a nta  Cruz County. The  me tric would the n be
used to take  appropria te  action on the  worst performing feeders each year.

2.

6. UNS  Ele ctric is  moving towa rd a n e ffe ctive  outa ge  me a s ure me nt s ys te m in Moha ve
County which s hould be  s imila rly ca pa ble  of producing a  va rie ty of me trics . S ta ff
be lie ve s  UNS  Ele ctric in Moha ve  County s hould a dopt s imila r a pproa che s  to outa ge
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measurement and corrective  action as  Santa  Cruz County when the  Mohave  County tools
to do so become available .

111. US ED AND US EFUL AS S ES S MENT

A. F R AME WO R K

A us e d a nd us e ful de te rmina tion  re quire s  a  phys ica l s urve y of ne w a nd improve d
facilitie s  to a ssure  comple tion of cons truction, va lida tion tha t equipment is  fully ope ra tiona l, and
tha t the  fa cilitie s  me e t Na tiona l Ele ctric S a fe ty Code  ("NES C") re quire me nts  pe r Arizona
Adminis tra tive  Code  R14-2-208. The  inve s tiga tor's  le ve l of indus try e xpe rie nce  is  a lso critica l
in a ssembling crite ria  by which a  va lid sample  of facilitie s  is  se lected for fie ld obse rva tion.

During e le ctric fa cility s ite  vis its  S ta ff ge ne ra lly a s ce rta ins : 1) fa cility s e curity, 2) tha t
proper sa fe ty and fire  protection measures  a re  employed, 3) a ll equipment have  been constructed
in complia nce  with NES C re quire me nts , a nd 4) the  ope ra tiona l s ta tus  of fa cility. The  s ite  mus t
be  s e cure  with prope r he ight e nclos ure s  toppe d with e ithe r ba rbe d wire  or ra zor ribbon, a nd
ga te (s) and control house(s) a re  locked. Proper S ignage  must be  prominently displayed to inform
the  public tha t the  facility poses  an e lectric sa fe ty haza rd. Each s ite  is  obse rved to asce rta in tha t
it is  a  s a fe  working e nvironme nt. Employe e  a dhe re nce  to s a fe  ope ra ting pra ctice s  is  a ls o
obse rve d in the  fie ld. Pa rticula r a tte ntion is  give n to tire  e xtinction ca pa bility, prope r se pa ra tion
of equipment or use  of tire  wall bante rs , and exis tence  of oil cache  basins  for transformers .

Confirma tion tha t e quipme nt e xis ts  in the  fie ld a nd is  ope ra tiona l is  a  pre re quis ite  for a
used and useful de te rmina tion. Therefore  the  opera tiona l readiness  s ta tus  of a ll onsite  equipment
is  noted. P resence  of a  prope rly ma inta ined subs ta tion DC ba tte ry supply is  ve rified. Equipment
maintenance  needs are  a lso observed and maintenance  practices confirmed. Storage  of damaged
or non-use a ble  e quipme nt ons ite  is  discoura ge d. Howe ve r, ons ite  s tora ge  of e quipme nt for
future  cons truction projects  or s taging of ma intenance  and repa ir a ctivitie s  a t remote  s ite s  is  an
acceptable  practice . S tora ge  of a  mobile  or s pa re  tra ns fonne r a t a  re mote  s ubs ta tion is  a n
example  of this  practice .

B. P ROJ ECT S ELECTION

This  us e d a nd us e ful de te rmina tion of UNS  Ele ctric's  ca pita l improve me nts  for the  36
month pe riod prior to the  e nd of the  te s t ye a r (J une  30, 2006) is  ba s e d upon ins pe ction of a
sampling of UNS Electric's  facilitie s  and review and ana lys is  of the  company's  re sponse  to da ta
re que s ts  conce rning its  ca pita l improve me nts . Choos ing a n a ppropria te  s a mple  of fa cilitie s  to
ins pe ct is  a  funda me nta l re quire me nt in pe rfonning a ny va lid us e d a nd us e ful de te rmina tion.
Norma lly, S ta ff would pre fe r to limit the  proje ct re vie w to proje cts  pla ce d in s e rvice  during the
te s t yea r (ending June  30, 2006) however UNS Electric's  da ta  reques t re sponse  to this  ques tion
produce d a  lis ting too short to a llow a  re pre se nta tive  se le ction of proje cts . Subse que ntly, UNS
Ele ctric provide d a  lis ting of proje cts  pla ce d in se rvice  in the  36 month pe riod e nding June  30,
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2006 which a llowed for a  representa tive  se lection of prob ects  in both the  Mohave and Santa  Cruz
coulltie s .

It wa s  de te rmine d tha t a  s ite  vis it of UNS Ele ctric's  fa cilitie s  a nd a n office  vis it to re vie w
the  Informa tion Te chnology s ys te ms  a nd othe r re cords  wa s  ne e de d for the  us e d a nd us e ful
de te rmina tion. Howe ve r, UNS  Ele ctric ha s  a  la rge  inve ntory of e xis ting, ne w a nd upgra de d
fa cilitie s  loca te d s ta te -wide . This  ma de  se le ction of a  sa mple  of fa cilitie s  for fie ld obse rva tion a
ne ce s s ity. The re fore , S ta ff orga nize d its  fie ld vis its  by UNS  Ele ctric's  ma jor s e rvice  te n-itorie s
in Mohave  and Santa  Cruz counties  and se lected a  re flective  sample  of genera tion, transmiss ion
a nd dis tribution fa cilitie s  in e a ch jurisdiction.

S ta ff re vie we d  th e  lis tin g  o f p ro je c ts  p ro vid e d  b y UNS  E le c tric  a n d  s e le c te d
representa tive  prob ects  for further review. Five  projects  were  se lected for Santa  Cruz County and
five  for Moha ve  County with a  mix of Dis tribution, Tra nsmiss ion, P roduction a nd Ge ne ra l P la nt
ca tegories. The  proje cts  for both S a nta  Cruz County a nd Moha ve  County a re  lis te d in the
a ttached Exhibit l. Considera tion for review was given to some prob ects  tha t appeared to have  a
cus tome r contribution e le me nt to se e  a lso how cus tome r re imburse me nt wa s  a ddre sse d in the
ra te  ba se . S ta ff was  a lso inte re s ted in the  process  used by UNS Electric to de te rmine  the  need
a nd cos ts  for proje cts  a nd the  a s s ocia te d a pprova l proce s s . Als o, confirma tion through a n
independent and directly linked document was  reviewed for each project to de te rmine  the  plant
wa s  use d a nd use ful by the  e nd of the  te s t ye a r (June  30, 2006) with those  proje cts  pla ce d in
se rvice  nea r the  end of the  te s t yea r rece iving a  highe r degree  of scrutiny. Fina lly, a  fie ld review
of e a ch  p ro je c t wa s  conducte d  (o r o ffice  de mons tra tion  in  the  ca s e  o f the  In fo rma tion
Te chnology proje ct) to  confirm the  proje ct wa s  cons tructe d  a nd fa irly re pre s e nte d in  the
information presented.

c. S ITE VIS ITS  AND FIELD OBS ERVATIONS

S ta ff pre pa re d a  che cklis t of is sue s  to re vie w a nd re solve  with e a ch proje ct a nd the se
che cklis ts  a re  provide d he re in a s  Exhibit 2 for S a nta  Cruz County a nd Exhibit 3 for Moha ve
County. A brie f summary of the  re sults  from each project review is  provided be low:

Santa  Cruz County

1 . The  Ou ta ge  Ma na ge me n t S ys te m ("OMS ") In te g ra tion  P ro je c t (ra te  ba s e
inclus ion of $l42,944.30) wa s  s a tis fa ctorily de mons tra te d to S ta ff on Ma y 30,
2007 a t the  Tucs on Control Ce nte r ve rifying its  us e fulne s s  a s  a  tool to tra ck
outages  and de te rmine  like ly sources  of trouble  to expedite  fie ld dispa tching and
se rvice  re s tora tion. Th is  is  a  common ly u s e d  te chno logy by u tilitie s  with
widespread implementa tion in the  utility indus try beginning about ten yea rs  ago.
UNS  Ele ctric 's  OMS  a pplica tion is  s imila r to  the  OMS  a pplica tions  ge ne ra lly
found with othe r s imila rly s ize d utilitie s . The  proje ct wa s  ve rifie d a s  us e d a nd
us e fu l no  la te r tha n  J a nua ry 27 , 2005 . The  a pplica tion is  pre s e ntly us e d
exclusive ly used in Santa  Cruz County.
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2 . The  Va le ncia  20  Me ga wa tt Turb ine  (ra te  ba s e  inclus ion  of $ l2 ,l69 ,026 .94),
loca te d a t the  Va le ncia  S ubs ta tion in Noga le s , wa s  the  subje ct of a  J a nua ry 22,
2 0 0 7  fie ld  in s p e c tio n  with  S ta ff a n d  UNS  E le c tric  re p re s e n ta tive s  a n d  a
subsequent inspection on May 30, 2007. S ta ff re vie we d the  functiona lity of the
turbine  primarily in the  January inspection and reviewed other aspects  of the  used
and use ful review (and cons truction work in progre ss  discussed la te r) a t the  May
re vie w. S ta ff de te rmine d tha t the  use d a nd use ful da te  for the  proje ct wa s  June
21, 2006 based on Energy Management System opera ting logs  indica ting tha t the
unit was  ope rable  from UNS Electric's  control cente r and ava ilable  to supply load
when required. Additiona l a tte s ta tions  of the  turbines  readiness  on June  30, 2006
were  a lso observed. (Note  tha t June  30, 2006 was the  end of the  tes t year and the
closeness  of these  da tes  to the  end of the  te s t yea r required a  close  review of the
documenta tion ve rifying the  used and use ful da te .) The  function of the  turbine  is
to s upply loa d whe n ce rta in s ys te m conditions  occur (prima rily a s s ocia te d with
unscheduled outages) and this  readiness to supply load is  the  appropria te  used and
us e ful te s t for this  a s s e t. Furthe r re vie w of docume nta tion confirme d tha t a
thorough re vie w of the  Va le ncia  turbine  a lte rna tive s  wa s  cons ide re d a nd the
Va le ncia  turbine  prob e t wa s  a uthorize d a nd cons tructe d  in  a n  a ppropria te
manne r. S ta ff reviewed the  security measure s  a ssocia ted with this  fa cility, which
is  pa rt of a  la rge r s ubs ta tion a nd ope ra tions  ce nte r, a nd found a ll s ta nda rd
precautionary measures  were  in place  and fully functiona l.

3. The  46 kV Ca noa  to Ka ntor line  (ra te  ba s e  inclus ion of $2,282,720.6l) wa s  the
s ubje ct of a  J a nua ry 22, 2007 He ld  ins pe ction  with  S ta ff a nd UNS  Ele ctric
representa tives  and a  subsequent inspection on May 30, 2007. S ta ff reviewed the
functiona lity of the  line  prima rily in the  J a nua ry ins pe ction a nd re vie we d othe r
a spe cts  of the  use d a nd use ful re vie w a t the  Ma y re vie w. S ta ff de te rmine d tha t
the  use d a nd use ful da te  for the  proje ct wa s  Augus t 30, 2004 ba se d on Ene rgy
Management System opera ting logs . This  line  functions  as  a  backup supply when
ce rta in sys tem conditions  occur (primarily a ssocia ted with unscheduled outages)
and numerous  incidents  of use  we re  noted in 2005 and 2006 with an ave rage  of
a pproxima te ly te n use s  e a ch ye a r to supply the  Ka ntor subs ta tion unde r ce rta in
outage  scenarios . A re vie w of a va ila ble  docume nta tion  confirme d tha t th is
project was authorized and constructed in an appropria te  manner.

4. The  Ka ntor 7203 Ove rhe a d to Unde rground Noga le s  proje ct (ra te  ba se  inclus ion
o f $ 3 3 3 ,3 3 3 .8 6 ) wa s  in itia lly fie ld  re vie we d  b y S ta ff a n d  UNS  E le c tric
re pre s e nta tive s  on Ma y 30, 2007. The  proje ct involve d the  re pla ce me nt of
a pproxima te ly 2.5 mile s  of ove rhe a d 13 kV dis tribution line  with unde rground
ca ble  s ta rting a bout 0.5 mile  from the  Ka ntor Subs ta tion a nd proce e ding towa rd
th e  Wh ip p le  O b s e rva to ry o n  Mo u n t Ho p kin s . An orig ina l unde rground
ins ta lla tion  in  the  e a rly l970 's  s e rve d th is  loa d, howe ve r, a n  e le ctrica l fa ult
incident in ea rly 2000 caused the  fa ilure  of this  portion of the  underground feeder
a nd a  te mpora ry ove rhe a d line  wa s  ins ta lle d to ma inta in s e rvice . S ta te  la nd
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permit re s trictions  required the  line  to be  unde rground and this  was  accomplished
in 2005/2006 with the  cons truction of the  subje ct proje ct. The  in se rvice  da te  for
this  la te s t unde rground ins ta lla tion wa s  de te rmine d to be  in e a rly 2006 a lthough
the  re que s te d more  pos itive  ve rifica tion of the  in s e rvice  da te  wa s  not a va ila ble
a nd  ha s  no t be e n  p roduce d  a t the  time  o f th is  re po rt. S ta ff e xpe cts  this
docume nta tion, whe n provide d, will ve rify the  proje ct wa s  in s e rvice  prior to the
e nd of the  te s t ye a r. A re vie w of a va ila ble  docume nta tion confirme d tha t this
prob e t was authorized and constructed in an appropria te  manner.

5. The  Tubac Golf Resort Ove rhead to Unde rground conve rs ion (ra te  ba se  inclus ion
o f $ 2 3 6 ,8 7 3 .9 6 ) wa s  in itia lly fie ld  re vie we d  b y S ta ff a n d  UNS  E le c tric
re pre s e n ta tive s  on  Ma y 30 , 2007 . Th e  p ro je c t in vo lve d  th e  re mo va l o f
a pproxima te ly one  mile  of 13 kV ove rhe a d dis tribution wire  a nd pole s  a nd the
ins ta lla tion of a  s imila r le ngth of 13 kV unde rground dis tribution ca ble  with four
above  ground enclosures  for fus ing and disconnecting la te ra lly tapped lines . The
purpose  of the  project was  to a llow unencumbered use  of a  new golf course  in the
a re a  of the  ove rhe a d line s . The  in s e rvice  da te  for this  unde rground ins ta lla tion
was de te rmined to be  prior to the  end of the  tes t year a lthough a  precise  da te  was
not provide d by UNS  Ele ctric a t the  time  of this  re port A re vie w of a va ila ble
docume nta tion confirme d tha t this  proje ct wa s  a uthorize d a nd cons tructe d in a n
a ppropria te  ma nne r. The  cus tome r contribution wa s  unde te nnine d a t the  time  of
th is  re port a nd  UNS  Ele ctric  a dvis e d  S ta ff on  J une  l, 2007 tha t the y would
provide  documenta tion a fte r researching the  matte r further.

Moha ve  County

1. TO a nd London Bridge  S ubs ta tion (ra te  ba s e  inclus ion of $2,330,038.55) wa s
initia lly fie ld re vie we d by Sta ff and UNS Electric representa tives  on June  6, 2007.
The  project involved the  enla rgement of the  exis ting subs ta tion a rid ins ta lla tion of
a  24 MVA 69/13 kV transformer, breaker, control house  and associa ted substa tion
e quipme nt in the  La ke  Ha va su a re a  to corre ct ove rloa d conditions  on the  initia l
two tra ns forme rs  in the  subs ta tion. The  in se rvice  da te  for this  la te s t ins ta lla tion
wa s  ve rifie d to be  June  29, 2005. A re vie w of a va ila ble  docume nta tion confine d
tha t this  proje ct wa s  a uthorize d a nd cons tructe d in a n a ppropria te  ma nne r. S ta ff
no te d  during  the  s ite  vis it tha t ra zor wire  o r ba rbe d  wire  wa s  no t in  p la ce
prote cting the  tops  of the  two ga te  e ntra nce s  (a s  it wa s  a round a ll the  ma sonry
wall of the  subs ta tion) and tha t oil conta inment was  not present on the  two ea rlie r
ins ta lled subs ta tion transformers . UNS Electric advised tha t they will addre ss  the
ga te  p ro te ction  is s ue  s oon  a nd  the  two e xis ting  tra ns forme rs  will ha ve  o il
conta inme nt ins ta lle d whe n the y a re  cha nge d out in the  ne xt fe w ye a rs . S ta ff is
s a tis fie d  with  th e  g a te  re s p o n s e  a n d  co n d itio n a lly s a tis fie d  with  th e  o il
conta inme nt re sponse . UNS  Ele ctric should a s sure  the y a re  in complia nce  with
the  Environmenta l P rotection Agency ("EPA") regula tions  with rega rd to the  Spill
P re ve ntion a nd Counte rme a s ure  Control ("S P CC") provis ions  e s pe cia lly with a
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wa s h imme dia te ly a dja ce nt the  s ubs ta tion with downhill flow to La ke  Ha va s u
approximate  one  mile  away.

2 . Ins ta ll 69 /20 .8  kV tra ns forme r North  Ha va s u  pro je ct (ra te  ba s e  inclus ion  of
$ 4 4 0 , 2 0 4 . 0 4 ) wa s  in it ia lly fie ld  re vie we d  b y S ta ff a n d  UNS  E le c tric
repre senta tives  on June  6, 2007. The  project involved the  ins ta lla tion of a  5 MVA
69/13.2 kV tra ns fonne r a nd a s s ocia te d fa cilitie s  in  a n e xis ting s ubs ta tion to
address  load growth in the  a rea . The  in se rvice  da te  for this  la te s t ins ta lla tion was
ve rifie d to be  Ma rch 9, 2005. A re vie w of a va ila ble  docume nta tion confirme d
tha t this  project was  authorized and constructed in an appropria te  manner. During
the  s ite  vis it, S ta ff found the  facility in good condition and adequa te  security was
in place .

Tenant Improvements  for New Maricopa  (ra te  base  inclus ion of $498,260.68) was
initia lly fie ld reviewed by S ta ff and UNS Electric representa tives  on June  6, 2007.
Th e  p ro je c t in vo lve d  th e  u p g ra d e s  p e rfo rm e d  o n  a n  o ffic e  b u ild in g  to
a ccommoda te  UNS  Ele ctric bus ine s s  a nd e ngine e ring office  functions . The
building was  (and s till is ) leased, however the  lease  cos t is  not pa rt of this  project.
A re vie w of a va ila ble  docume nta tion confirme d tha t this  proje ct wa s  a uthorize d
a nd cons tructe d in a n a ppropria te  ma nne r. During the  s ite  vis it, S ta ff found the
facility in good condition and adequa te  security was  in place .

4 . 69  kV fe e de rs  from Ha va s u  North  (ra te  ba s e  inclus ion  of $892,99l.37) wa s
initia lly fie ld reviewed by S ta ff and UNS Electric representa tives  on June  6, 2007.
The  proje ct involve d the  ins ta lla tion of a pproxima te ly one  mile  of double  circuit
69  kV line  ou t o f Ha va s u  North  S ubs ta tion . The  in  s e rvice  da te  fo r the
in s ta lla tio n  wa s  ve rifie d  to  b e  J u n e  2 7 ,  2 0 0 6 . A re vie w o f a va ila b le
docume nta tion confirme d tha t this  proje ct wa s  a uthorize d a nd cons tructe d in a n
appropria te  manne r. Du rin g  th e  s ite  vis it,  S ta ff fo u n d  th e  fa c ility in  g o o d
condition. S ta ff initia lly note d the  cos t of the  fa cility s e e me d high, clos e  to
$900,000 for one  mile  of 69 kV line , howe ve r the  obs e rve d cons truction (s te e l
pole s , double  circuit, drilled pie rs ) was  warranted and could rea sonably ra ise  the
proje ct cos t to the  a ctua l cos t incurre d for this  proje ct. S ta ff is  s a tis fie d tha t the
work wa s  re a sona ble  a nd prude nt e ve n with the  initia l pla nning e s tima te  ca lling
for the  proje ct to cos t $283,000. S ta ff howe ve r, would ge ne ra lly like  to s e e
docume nta tion  (which  wa s  not a va ila b le  in  th is  ca s e ) tha t jus tifie s  pro je ct
ove rruns  of this  ma gnitude  a nd ne w budge t a pprova l docume nta tion be fore  the
work is  s ta rte d. This  would, in  S ta ffs  opinion, a s s ure  tha t ove rruns  did not
displace  or de lay othe r more  needed projects  and tha t limited capita l funds  were
be ing wise ly spent.

3.

5. Havasu North to Black Mesa  Subs ta tion (ra te  base  inclus ion of $512,605.33) was
initia lly fie ld reviewed by S ta ff and UNS Electric representa tives  on June  6, 2007.
The  proje ct involve d the  ins ta lla tion of a pproxima te ly 16 mile s  of fibe r optic
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ca ble  on e xis ting  pole s  be twe e n Ha va s u North  S ubs ta tion a nd Bla ck Me s a
Substa tion and associa ted communica tion control facilitie s  a t the  substa tions . The
proje ct wa s  pa rt of a n  Agre e me nt with  We s te rn  Are a  P owe r Adminis tra tion
("WAP A") re la te d to s ubs ta tion control communica tion. The  in s e rvice  da te  for
the  ins ta lla tion  wa s  confine d to  be  during Nove mbe r, 2005 (e xa ct da te  not
re a dily a va ila ble ). A re vie w of a va ila b le  docume nta tion  confine d  tha t th is
project was  authorized and cons tructed in an appropria te  manner. During the  s ite
vis it, S ta ff re vie we d the  Ha va s u North  te rmina tion point only a nd found the
fa cility in good condition. S ta ff did note  tha t the  control house  a t Ha va su North
conta ining the  communica tion equipment appeared to be  more  e labora te  and more
e xpe ns ive  in cons truction (ma s onry wa lls , pitch roof, re mova ble  floor in lie u of
ove rhe a d ca ble  tra ys ) tha n norma lly e xpe cte d in  outdoor s ubs ta tions . UNS
Ele ctric a dvise d tha t the y we re  contra ctua lly bound by the ir contra ct with WAPA
to build the  fa cility to WAPA s ta nda rds . S ta ff pre fe rs , for e conomy a nd function,
the  control hous e  cons truction s ta nda rds  note d a t othe r UNS  Ele ctric fa cilitie s
obs e rve d  on  the  J une  6 , 2007  s ite  vis its ,  howe ve r, unde r the  con tra c tua l
circumstances  with WAPA, S ta ff be lieves  the  like ly extra  cos t of the  project (due
to control house  construction to WAPA standards) is  reasonable .

D. CONS CLUS IONS  FOR US ED AND US EFUL AS S ES S MENT

A11 projects  were  de te rmined to be  used and use ful no la te r than the  da te s  reported by
UNS  Ele ctric (s ubje ct to confirma tion of the  Ka ntor 7203 Ove rhe a d to Unde rground Noga le s
proje ct).

The  Tuba c Golf Re sort Ove rhe a d to Unde rground Conve rs ion (Ta sk CE64023) with a
cost of $236,873.96 and inspected on May 31, 2007 had the  appearance  of a  project tha t should
be  re imburs e d a t le a s t in s ignifica nt pa rt by the  cus tome r s ince  it involve d the  re mova l of a n
ove rhe a d 13 kV line  a nd ins ta lla tion of a n unde rground 13 kV line  to a llow for a  de ve lope r's
golf course . UNS Electric advised tha t the  project appea red to be  re imbursable  to some  extent,
howe ve r the y we re  not a ble  to provide  docume nta tion a t the  re vie w or by the  morning of June
ll, 2007 a s  re que s te d in a  follow up notifica tion. S ta ff sugge s ts  this  proje ct be  cons ide re d for
remova l in projects  in ra te  base  unle ss  UNS Electric provides  sufficient documenta tion to prove
inclus ion is  appropria te .

A11 proje cts  we re  subje ct to a  UNS  Ele ctric a pprova l proce ss  tha t insure d a  re vie w by
ma na ge me nt wa s  comple te d prior to cons truction. S ta ff pre fe rre d to vie w a  proje ct s pe cific
budge t a pprova l docume nt for e a ch proje ct with jus tifica tion, proje cte d cos t (compa ny a nd
cus tome r ite mize d), cha nge s  to proje cte d cos t whe n a nticipa te d, a nd a pprova ls . Th is  is  a
common indus try pra ctice , howe ve r, UNS  Ele ctric a dvis e d this  is  not the ir proje ct budge ting
proce ss . S ta ff ha s  no obje ction to a ny budge ting proce ss  tha t a llows  for a  time ly a nd thorough
review of project cos t and bene fits  by management and be lieves  this  was  accomplished for the
pro je cts  in  th is  Us e d  a nd  Us e fu l re vie w. S ta ff s ugge s ts  howe ve r tha t s ignifica nt proje ct
overruns , a s  was  apparently the  case  for the  69 kV feeders  from Havasu North project, be  more
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clea rly identified and reviewed prior to cons truction to a ssure  project overruns  a re  eva lua ted and
agreed to by management.

All s ubs ta tion s ite s  vis ite d we re  s e cure  with e nclos ure s  of the  prope r he ight a nd we re
topped with e ithe r ba rbed wire  or razor ribbon (except London Bridge  Subs ta tion which is  be ing
a ddre s se d). All subs ta tion a nd line  s ite s  vis ite d displa ye d cons truction in complia nce  with the
Na tiona l Electric Sa fe ty Code  and were  indica tive  of good utility practice s .

One  s ubs ta tion, London Bridge , s hould be  re vie we d to a s s ure  complia nce  with EP A
SPCC regula tions .

Iv.  CONS TRUCITON WORK IN P ROGRES S  AS S ES S MENT

A. F R AME WO R K

A cons truction work in progre s s  ("CWIP ") de te rmina tion re quire s  a  phys ica l s urve y of
ne w a nd improve d fa cilitie s  tha t a re  include d in ra te  ba s e  to a s s ure  re a s ona ble  progre s s  of
cons truction a nd va lida tion tha t e quipme nt will be  fully ope ra tiona l by a  pa rticula r da te . The
proje cts  include d in CWIP  by UNS  Ele ctric in the  Ra te  Applica tion we re  not in s e rvice  a t the
end of the  te s t yea r (June  30, 2006) but we re  anticipa ted to be  in se rvice  soon the rea fte r. S ta ff
the re fore  be lie ve d it wa s  a ppropria te  to re vie w the  circums ta nce s  of a  re pre se nta tive  group of
CWIP  proje cts  a nd docume nt those  findings  for furthe r cons ide ra tion of the  CWIP  inclus ion or
exclusion of CWIP in ra te  base .

During e le ctric fa cility s ite  vis its  for CWIP , S ta ff ge ne ra lly a s ce rta ins  whe n the  proje ct
was  placed in se rvice  and cons ide red used and use ful after the  e nd of the  te s t ye a r (June  30,
2006) or a lte rna tive ly, if not us e d a nd us e ful, whe n will th is  mos t like ly occur a nd is  tha t
reasonably close  to the  end of the  te s t yea r. Othe r cons ide ra tions  cove red in the  previous  Used
arid Useful Assessment Section III then apply if the  prob e t is  de te rmined used and useful.

Confirma tion tha t e quipme nt e xis ts  in the  fie ld or is  on orde r is  a  de te rmina tion for a
CWIP de te rmina tion. Therefore  the  opera tiona l readiness  s ta tus  of a ll onsite  equipment is  noted.

B. P ROJ ECT S ELECTION

S ta ff re vie we d the  lis ting of proje cts  provide d by UNS  Ele ctric a nd ide ntifie d a s  "Ne t
CWIP June , 2006" tota ling $10.8 million a fte r adjus tments  and which have  been included in the
ra te  ba se  a pplica tion. S ta ff s e le cte d live  re pre se nta tive  high cos t proje cts  tota ling $4.2 million
for furthe r re vie w. Two proje cts  we re  s e le cte d for S a nta  Cruz County a nd thre e  for Moha ve
County with a  mix of Dis tribution, Tra nsmiss ion, P roduction a nd Ge ne ra l P la nt ca te gorie s . The
proje cts  for both S a nta  Cruz County a nd Moha ve  County a re  lis te d in the  a tta che d Exhibit 4.
S ta ff wa s  e spe cia lly inte re s te d in the  proce ss  use d by UNS Ele ctric to de te rmine  the  ne e d a nd
cos ts  for proje cts  a nd the  a s s ocia te d a pprova l proce s s . Als o , confirma tion  th rough  a n
independent and directly linked document was  reviewed for each project mee ting the  used and
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use ful crite ria  a fte r the  te s t yea r to de tennine  the  plant was  used and use ful by a  pa rticula r da te .
Fina lly, a  fie ld review of each prob e t was  conducted (or office  demons tra tion in the  ca se  of the
Informa tion Te chnology proje ct) to confirm the  proje ct wa s  cons tructe d or in the  proce s s  of
construction and fa irly represented in the  information presented.

c. S ITE  VIS ITS  AND FIELD OBS ERVATIONS

S ta ff pre pa re d a  che cklis t of is sue s  to re vie w a nd re solve  with e a ch proje ct a nd the se
checklis ts  a re  provided he re in as  a  continua tion of Exhibit 2 for Santa  Cruz County and Exhibit 3
for Mohave  County. A brie f summary of the  re sults  from each project review is  provided be low:

Santa  Cruz County

The  Ge ogra phic Informa tion S ys te m ("GIS ") Inte gra tion P roje ct (CWIP  inclus ion
of $597,l07.00) wa s  sa tis fa ctorily de mons tra te d to S ta ff on Ma y 30, 2007 a t the
Tucs on Control Ce nte r ve rifying its  us e fulne s s  a s  a  tool to  ma p a nd loca te
dis tribution fa cilitie s  in S a nta  Cruz County. This  tool is  a n inte gra l pa rt of the
OMS described ea rlie r to track outages  and de te rmine  like ly sources  of trouble  to
e xpe dite  fie ld  dis pa tching a nd s e rvice  re s tora tion. Th e  G IS  wa s  in itia lly
imple me nte d unde r a n e a rlie r proje ct in 2004 a nd this  la te s t a s s ocia te d CWIP
proje ct wa s  unde rta ke n to re fine  va rious  da ta  points  through a  fie ld re vie w. This
proje ct wa s  comple te d in April 2007 a s  ve rifie d through the  proje ct s ta tus  re port.
GIS  is  a  commonly use d te chnology by utilitie s  with wide spre a d imple me nta tion
in  the  u tility indus try be ginning  a bout te n  ye a rs  a go . UNS  E le c tric 's  GIS
a pplica tion is  s imila r to the  GIS  a pplica tions  ge ne ra lly found with othe r s imila rly
s ize d utilitie s . The  a pplica tion is  pre se ntly use d e xclus ive ly use d in S a nta  Cruz
County. S ta ff the re fore  cons ide rs  the  work pe rformed through the  comple tion of
the  prob e t in April 2007 to be  appropria te , however this  is  not a  recommenda tion
for or aga inst including the  associa ted CWIP cost in the  ra te  base  applica tion.

2. The  Va le ncia  Turbine  (CWIP  inclus ion of $1,290,669.04), loca te d a t the  Va le ncia
S ubs ta tion in Noga le s , is  de s cribe d e a rlie r in S e ction III for Us e d a nd Us e ful
proje cts . Additiona lly, this  turbine  proje ct ha s  a  continuing work re quire me nt
(CWIP ) a s socia te d with upgra de s  to the  Va le ncia  S ubs ta tion to a chie ve  the  full
functiona lity of the  turbine  and a ssocia ted subs ta tion. S ta ff inspected the  s ite  on
Ma y 30, 2007 with UNS  Ele chic re pre s e nta tive s  to re vie w the  CWIP  portion of
this  project. UNS Electric ha s  comple ted extens ive  bus  upgrades  in the  Va lencia
S ubs ta tion a nd pla ns  one  tra ns forme r upgra de  in the  Fa ll of 2007 a nd furthe r
bre a ke r upgra de s  through the  S pring of 2008. S ta ff re cognize s  tha t subs ta tion
upgrades  perfonned a fte r close  of the  tes t year (June  30, 2006) and as  planned a t
Valencia  Substa tion after this  date  are  common when a  genera ting source  is  added
in close  proximity to a  subs ta tion and is  necessa ry to achieve  the  full capability of
the  facility. S ta ff the re fore  cons ide rs  the  work pe rformed to da te  and through the
comple tion of the  project in the  Spring of 2008 to be  appropria te , howeve r this  is

1 .
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not a  re comme nda tion for or a ga ins t including the  a s socia te d CWIP  cos t in the
ra te  base  applica tion.

Moha ve  County

1. We s t Golde n Va lle y S ubs ta tion (CWIP  inclus ion of $1,220,855.l8) wa s  initia lly
fie ld re vie we d by S ta ff a nd UNS  Ele ctric re pre se nta tive s  on June  7, 2007. The
p ro je c t in vo lve d  th e  co n s tru c tio n  o f a  co mp le te  a n d  n e w 6 9  kV s u p p lie d
subs ta tion with one  20 MVA 69/21 kV tra ns forme r, two outgoing 21 kV fe e de rs
and associa ted facilities  to address  load growth in the  a rea . The  in se rvice  da te  for
th is  la te s t in s ta lla tion  wa s  ve rifie d  to  be  Nove mbe r 29 , 2006 . A re vie w o f
a va ila b le  d o c u me n ta tio n  c o n fin e d  th a t th is  p ro je c t wa s  a u th o riz e d  a n d
cons tructe d in a n a ppropria te  ma nne r. During  the  s ite  vis it,  S ta ff found  the
fa cility in good condition a nd a de qua te  s e curity wa s  in pla ce . S ta ff the re fore
cons ide rs  the  work pe rforme d through the  comple tion of the  proje ct on June  7,
2007 to be  a ppropria te , howe ve r this  is  not a  re comme nda tion for or a ga ins t
including the  associa ted CWIP cost in the  ra te  base  applica tion.

2. Rhode s  Home s  (CWIP  inclus ion of $442,254.92) wa s  initia lly fie ld re vie we d by
Sta ff and UNS Electric representa tives  on June  7, 2007. The  project involved the
ins ta lla tion of a pproxima te ly five  mile s  of 21 kV ove rhe a d line  to supply s e rvice
to wa te r pumps  for a  proposed hous ing deve lopment. The  in se rvice  da te  for this
la te s t ins ta lla tion wa s  ve rifie d to be  Ma y 26, 2006 which wa s  prior to the  e nd of
the  te s t ye a r a nd the re fore  e ligible  for Us e d a nd Us e ful pla nt tre a tme nt. This
pro je ct is  fu lly funde d  in itia lly by the  cus tome r (Rhode s  Home s ) with  UNS
Electric re funding the  cost under an agreement based on actua l revenues rece ived
from this  ne w se rvice  (re fe r to Ma rch 2, 2006 Le tte r of Agre e me nt). A re vie w of
a va ila b le  d o c u me n ta tio n  c o n fin e d  th a t th is  p ro je c t wa s  a u th o riz e d  a n d
cons tructe d in a n a ppropria te  ma nne r. During  the  s ite  vis it, S ta ff found the
fa cility in good condition. S ta ff the re fore  cons ide rs  the  work pe rfonned through
the  comple tion of the  proje ct on Ma y 26, 2006 to be  a ppropria te  a nd should be
cons ide re d for Us e d a nd Us e ful tre a tme nt with  a llowa nce  for the  cus tome r
advance described.

3. Griffith 230 kV S ub 230 kV line  (CWIP  inclus ion of $613,584.64) wa s  initia lly
fie ld re vie we d by S ta ff a nd UNS  Ele ctric re pre se nta tive s  on June  7, 2007. The
proje ct involve d the  cons truction of a  ne w 230 kV/69 kV double  circuit line  35
mile s  in  le n g th  b e twe e n  th e  Griffith  Ge n e ra tin g  p la n t a n d  No rth  Ha va s u
substa tion. S ta ff obse rved with the  UNS Electric representa tive  the  North Havasu
to Fra nconia  69 kV portion of this  proje ct re porte dly comple te  in July, 2006. The
ma jority of the  proje ct, the  230 kV line  to Griffith  Ge ne ra ting pla nt ha s  be e n
de fe rre d until 2012 or la te r. A re vie w of a va ila ble  docume nta tion confirme d tha t
this  project was  authorized and cons tructed in an appropria te  manner. During the
s ite  vis it, S ta ff found the  fa cility in good condition. S ta ff the re fore  cons ide rs  the
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work pe rforme d through the  comple tion of a  portion of the  proje ct in July, 2006
to be  a ppropria te , howe ve r this  is  not a  re comme nda tion for or a ga ins t including
the  associa ted CWIP cost in the  ra te  base  applica tion.

D. CONS CLUS IONS  FOR CWIP  AS S ES S MENT

All proje cts  we re  de te rmine d to be  a ppropria te ly include d in CWIP  a s  of J une  2006
a lthough one  project, Rhodes  Homes which was  put in se rvice  jus t prior to the  CWIP accounting,
could re a s ona bly qua lify for Us e d a nd Us e ful tre a tme nt. Thre e  of the  proje cts  ha ve  be e n
comple te d s ince  the  J une  2006 CWIP  de te miina tion (GIS , We s t Golde n Va lle y a nd Rhode s
Homes) and two prob ects  a re  continuing (Valencia  and Griffith).

All proje cts  we re  s ubje ct to a  UNS  Ele ctric a pprova l proce s s  tha t ins ure d a  re vie w by
management was comple ted prior to the  s ta rt of construction.

All s ubs ta tion s ite s  vis ite d we re  s e cure  with e nclos ure s  of the  prope r he ight a nd we re
topped with e ithe r ba rbed wire  or razor ribbon.

One  proje ct, Rhode s  Home s  21 kV supply, wa s  in s e rvice  on Ma y 26, 2006 which wa s
prior to the  e nd of the  te s t ye a r a nd the re fore  e ligible  for Use d a nd Use ful cons ide ra tion. The
proje ct a ls o ha d a  100% cus tome r a dva nce  re pa ya ble  by UNS  Ele ctric whe n ce rta in  loa d
conditions  deve loped.

S ta ff cons ide rs  the  work pe rformed on a ll projects  in this  CWIP review to be  appropria te ,
howeve r, this  is  not a  recommenda tion for or aga ins t including the  a ssocia ted CWIP  cos t in the
ra te  base  applica tion.

v. BLACK MOUNTAIN GE NDE RATING S TATION RE VIE W

A. F R AME WO R K

UNS Electric ha s  proposed the  addition of the  future  Black Mounta in Gene ra ting S ta tion
("BMGS") in the  ra te  ba se  applica tion. P re -filed te s timony indica te s  this  new gene ra ting s ta tion
will be  a  90 me ga wa tt ("MW") fa cility loca te d in Moha ve  County with a n e xpe cte d in s e rvice
da te  of 2008  a nd  a n  e s tima te d  cos t o f $60  million  to  $65  million . S ta ff be lie ve d it wa s
a ppropria te  a nd e xpe ditious  to conduct a  high le ve l re vie w of this  fa cility in conjunction with
othe r office  a nd s ite  re vie ws  de s cribe d in this  re port to provide  a dditiona l informa tion on this
prob e t. A check lis t provided a s  a  continua tion of Exhibit 3 was  utilized to conduct the  review.

B. OFFICE a n d  S ITE VIS IT OBS ERVATIONS

S ta ff re vie we d office  re cords  with UNS  Ele ctric on J une  1, 2007 de s cribing Boa rd of
Dire ctor's  re comme nda tions  for the  cons truction of BMGS  a t a  cos t of $60 million inclus ive  of
two new 45 MW gas  fired s imple  cycle  gene ra tors  (Consolida ted Edison surplus ), transmiss ion
line  inte rconne ction fa cilitie s  a nd ga s  line  s upply cons truction. S ta ff wa s  furthe r a dvis e d tha t
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approximate ly $41 million has  been spent to da te  for purchase  of the  two turbines , transformers ,
enginee ring, ma te ria ls  and genera tor modifica tion cos t. The  two turbines  a re  reportedly in Texas
unde rgoing the  nece ssa ry modifica tions  for use  in this  applica tion. The  rema ining equipment is
re porte dly s till with the  ma nufa cture rs  in va rious  s ta ge s  of comple tion. The  only confine d fa ct
regarding equipment for this  project was tha t none  of the  equipment was on s ite  a t the  time  of the
June  6, 2007 fie ld review.

S ta ff did re vie w the  s ite  with UNS  Ele ctric on J une  6, 2007. The  s ite  is  in ope n de s e rt
s outh  of Kins ma n off In te rs ta te  10  a nd  le s s  tha n  five  mile s  s outh  of the  e xis ting  Griffith
Gene ra ting P lant. The  s ite  was  reportedly owned previous ly by Citizens  Electric and transfe rred
to UNS  Ele ctric. It ha s  a  69 kV line  e xis ting on the  roa d fronta ge  of the  prope rty which will be
used (a t le a s t in pa rt) for connection of the  plant to the  transmiss ion grid. A ga s  line  ins ta lla tion
for the  pla nt wa s  in progre ss  on the  roa d fronta ge  a nd through a  portion of the  prope rty during
the  June  6, 2007 s ite  vis it. No e le ctrica l e quipme nt (or e quipme nt of a ny kind) wa s  ins ta lle d or
s tore d on the  s ite  a t the  time  of the  s ite  vis it othe r tha n the  69 kV line  a nd ga s  line  pre vious ly
mentioned.

c. CONS CLUS IONS  FOR BMGS

Staff offe rs  only the  above  obse rva tions  regarding BMGS as  pa rt of the  genera l review of
other issues in the area. S ta ff makes  no recommenda tion for or aga ins t inclus ion of BMGS in the
ra te  base  applica tion.
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EXHIBIT 2

Revis ion  #1

Checklist for ACC Santa Cruz Project Review May 30 and 31, 2007
UNS Electric (Docket E-04204A-06-0783)

Us ed and Us e ful

1. OMS  Inte gra tion P roje ct (Ta sk CD1252C)
a . De mons tra tion
b. Re vie w office  re cords

i. ve rify in s e rvice  da te
ii. proje ct s cope  a nd a pprova l

c. De te rmine  Mohave  and Santa  Cruz applica tions
d. De te rmine  link to Re lia bility Me a s ure s  (S AIDI, S AIFI, e tc)

2. Va le ncia  turbine  (Ta s k HS l0536)
a . Re vie w office  re cords

i. ve rify in s e rvice  da te
ii. proje ct s cope  a nd a pprova l

What were  Valencia  turbine  a lte rna tives?
How was decis ion made  to proceed with this  a lte rna tive?

b.
c.

3. 46kV Ca noa  to Ka ntor line (Ta s k Hs 10l88)
a . Re vie w office  re cords

i. ve rify in s e rvice  da te
ii. proje ct s cope  a nd a pprova l

b. How often is  this  line  utilized (hours / yea r, events /yea r, e tc.)?
c. Wha t a lte rna tive s  we re  cons ide red in lieu of this  line?

4. Kantor 7203 OH to UG Noga les  prob act (Task 141524)
a . Re vie w office  re cords

i. ve rify in s e rvice  da te
ii. proje ct s cope  a nd a pprova l

b. Ve rify ne e d for proje ct (how de te rmine d)
Fie ld review of prob e t

5. Tuba c Golf Re sort OH to UG proje ct (Ta sk CE64023)
a . Re vie w office  re cords

i. ve rify in s e rvice  da te
ii. proje ct s cope  a nd a pprova l

b. Ve rify ne e d for proje ct (how de te nnine d)
c. Cus tome r contribution?
d. Fie ld re vie w of proje ct

c.

1



CWIP

6. GIS  Inte gra tion P roje ct (Ta s k CDl250C)
a . De mons tra tion
b. Re vie w office  re cords

i. ve rify in s e rvice  da te
ii. proje ct s cope  a nd a pprova l

Detennine  Mohave  and Santa  Cruz applica tions
De te rmine  link to OMS
De te rmine  link to Re lia bility Me a s ure s  (S AIDI, S AIFI, e tc)

c.

d.

e.

7. Va le ncia  Turbine  (Ta s k HS l0536)
a . Cos t incurred a fte r in se rvice  da te  comprises  wha t?
b. When will capita l portion of prob act be  comple te?
c. Wha t was  initia l approved cos t of this  turbine  prob e t?
d. Wha t is  the  fina l expected cos t of this  turbine  prob e t?
e . Expla in if fina l cos t expected to be  grea te r than 10% of initia l approved cos t.
f. Wha t is  fina l expected $/MW for this  turbine?
g. How does  $/MW compare  to indus try ave rages  for s imila r cons truction?
h. Fie ld re vie w of prob e t CWIP  if ne ce s sa ry

MIS C E LLANE O US

8. Wors t pe rforming dis tribution fe e de rs  (2005-2006) - fie ld re vie w
Canez C-8203 serving N Pendle ton Dra.

2



EXH\B\T 3

Revis ion #1

Checklist for ACC Mohave Project Review June 5 and 6, 2007
UNS Electric (Docket E-04204A-06-0783)

Us ed and Us eful

1. TO Lord Bldg S ub & Wa ll Expa t proje ct (Ta s k HH11317)
a . Re vie w office  re cords

i. ve rify in s e rvice  da te
ii. proje ct s cope  a nd a pprova l

b. Ve rify ne e d for proje ct (how de te rmine d)
c. Fie ld re vie w of proje ct

2. Ins ta ll 69/20.8kv xfmr N Ha va s u proje ct (Ta s k HHl1315)
a . Re vie w office  re cords

i. ve rify in s e rvice  da te
ii. prob e t s cope  a nd a pprova l

b. Ve rify ne e d for prob e t (how de te rmine d)
c. Fie ld re vie w of prob a ct

3. Te na nt Improve me nts  for Ne w Ma ricopa  (Ta sk HH10778)
a . Re vie w office  re cords

i. ve rify in s e rvice  da te
ii. proje ct s cope  a nd a pprova l

b. Ve rify ne e d for proje ct (how de te rmine d)
c. Fie ld re vie w of proje ct

4. 69 kV fe e de rs  from Ha va su North (Ta sk 7006537)
a . Re vie w office  re cords

i. ve rify in s e rvice  da te
ii. prob e t s cope  a nd a pprova l

b. Verify need for prob act (how de te rmined)
c. Fie ld re vie w of proje ct

5. North Ha va su to BMS  (Ta sk CE64023)
a . Re vie w office  re cords

i. ve rify in s e rvice  da te
ii. proje ct s cope  a nd a pprova l

b. Ve rify ne e d for prob e t (how de te rmine d)
c. Fie ld re vie w of proje ct

1



CWIP

6. We s t Golde n Va lle y S ub (Ta s k HKI0487)
a . Re vie w office  re cords

i. De te rmine  e xpe cte d in se rvice  da te
ii. proje ct s cope  a nd a pprova l

b. Wha t is  the  fina l expected cos t of the  prob e t
c. Ve rify ne e d for proje ct (how de te rmine d)
d. Fie ld re vie w of proje ct

7. Rhodes  Homes  (Task 8009729)
a . Re vie w office  re cords

i. De te rmine  e xpe cte d in se rvice  da te
ii. proje ct s cope  a nd a pprova l

b. Wha t is  the  fina l expected cos t of the  prob e t
c. Ve rify ne e d for prob e t (how de te rmine d)
d. Cus tome r contribution?
e . Fie ld re vie w of proje ct

MIS C E LLANE O US

8. P roposed Black Mounta in Gene ra ting S ta tion
a . Re vie w office  re cords

i. De te rmine  e xpe cte d in se rvice  da te
ii. prob e t s cope  a nd a pprova l

b. Wha t is  the  ba s is  of the  projected $60 million to $65 million cos t of the  project?
c. Have  funds been expended in CWIP through June  30, 2006?  Afte r June  30, 2006?
d. Ve rify ne e d for proje ct (how de te rmine d)
e . Fie ld re vie w ofproj a ct s ite

9. Wors t pe rforming dis tribution fe e de rs  (2004-2006) - fie ld re vie w
a . No 8008 se rving Aqua  Fria  a nd Golde n Va lle y
b. No 8016 s e wing Aqua  Fria  a nd Golde n Va lle y
c. No 6026 se rving La ke  Ha va su

2
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EXECUTIVE SUMMARY
UNS ELECTRIC, INC.

DOCKET no. E-04204A-06-0783

On December 15, 2006, UNS Electric, Inc. ("UNS") filed an application with the Arizona
Corporation Commission ("Commission") for an increase in its rates throughout the State of
Arizona. In addition, UNS proposes to change the existing Customer Assistance Residential
Energy Support ("CARES") and Customer Assistance Residential Energy Support Medical
programs from volumetric discounts to a flat discount of $8.00.

Staff recommends tha t  UNS Electr ic work with the Ar izona  Health Care Cost
Containment System ("AHCCCS") to ensure that AHCCCS participants eligible for
Medical CARES discounts are made aware of the UNS Electric program.

Staff recommends that the current discount structures be retained for the CARES and
CARES Medical classes.

3. Staff recommends that an adjustment to test year data be made in order to reflect
Staff' s recommendations regarding Residential rates.

4.  S ta f f recommends a $400 limit per year, per household, for the UNS Electric Warn
Spirits emergency bill assistance program, to confonn with the UNS Gas program
and to allow more households in crisis to benefit from this funding.

5.  Staff a lso recommends that UNS Electr ic set  the following additional eligibility
requirements, in conformance with the UNS Gas program: (i) a household income of
150 percent, or less, of the Federal Poverty Guidelines, (ii) a UNS Electric utility
customer, (iii) a delinquent or unpaid UNS Electric utility bill,  and (iv) no Warm
Spirits emergency bill assistance received in the previous 12 months. (UNS Gas,
Gary A. Smith, p. 12)

6. Staff recommends that community action agencies administering the emergency bill
assistance funding have flexibility in determining how much to provide to each
household, up to the $400 limit.

7. Staff also recommends that, if the Warm Spirits program is approved, UNS Electric
work to crea te awareness of the emergency bill assistance available under  the
program, so that eligible customers will know of this resource before they are facing
disconnection for non payment, as discussed in the next section.

2.

1.

8.  Staff recommends tha t  the $20,000 proposed for  the emergency bill assistance
component of the Low-income Weatherization program be added, instead, to the
Warn Spirits program. Staff also recommends that the $20,000 be funded through
base rates, rather than through the DSM adjustor.



S ta ff re comme nds  tha t non-CARES  Re s ide ntia l cus tome rs  e xpe rie ncing difficulty
pa ying utility bills  be  informe d of the  CARES  progra m a nd of the  Me dica l CARES
a nd low-income  we a the riza tion progra ms , if those  would be  a ppropria te . S ta ff a lso
re comme nds  tha t non-CARES  Re s ide ntia l cus tome rs  be  ma de  a wa re  of the  Wa rm
Spirits  program, if tha t program is  approved by the  Commiss ion.

10. S ta ff re comme nds  tha t CARES  cus tome rs  e xpe rie ncing difficulty pa ying utility bills
be  informe d of the  Wa rm Spirits  e me rge ncy bill a s s is ta nce  progra m, if tha t progra m
is  approved, and of the  Medica l CARES and low-income  wea the riza tion programs , if
those are  appropriate .

9.

11. S ta ff re comme nds  tha t UNS  Ele ctric provide  a dditiona l informa tion conce rning the
a bove  disconne ctions , a nd re ga rding a ny proce dure s  the  Compa ny ha s  in pla ce  to
e nsure  tha t the  provis ions  of R14-2-211 a re  complie d with. S ta ff a lso re comme nds
tha t Me dica l CARES  cus tome rs  ha ving difficulty pa ying the ir utility bills  be  ma de
a wa re  of the  low-income  we a the riza tion progra m, a nd of the  Wa rm Spirits  progra m,
if tha t program is  approved by the  Commiss ion.



Dire ct Te s timony of Julie  McNe e 1y-Kirwa n
Docke t No. E-04204A-06-0783
Page 1

1 INTRODUCTION

2 Q, Please state your name, occupation, and business address.

3

4

5

My na me  is  J ulie  McNe e ly-Kirwa n. I a m a  P ublic Utilitie s  Ana lys t II e mploye d by the

Arizona  Corpora tion  Commis s ion  ("ACC" or "Commis s ion") in  d ie  Utilitie s  Divis ion

("Sta ff"'). My business  address  is  1200 West Washington S tree t, Phoenix, Arizona  85007.

6

7 Q- Brie fly des c ribe  your re s pons ib ilitie s  a s  a  Public  Utilitie s  Ana lys t II.

8

9

1 0

1 1

1 2

In my ca pa city a s  a  P ublic Utilitie s  Ana lys t II, I re vie w monthly filings  of purcha s e d ga s

adjustors . My dutie s  include  re vie wing  a nnua l u tility a ffilia te d  in te re s t re ports  fo r

compliance  and eva lua ting demand-s ide  management programs submitted for approva l to

the  Commis s ion. My dutie s  ha ve  a ls o include d pre pa ring writte n te s timony in the  UNS

Gas ra te  case , as  well testifying during the  UNS Gas ra te  case  hearing.

1 3

1 4 Q, Pleas e  des cribe  your educational background and profes s ional experience.

1 5

1 6

1 7

1 8

In  1979, I g ra dua te d  ma gna  cum la ude  from Arizona  S ta te  Unive rs ity, re ce iving  a

Ba che lor of Arts  de gre e  in His tory. In 1987, I re ce ive d a  Ma s te r's  De gre e  in P olitica l

S cie nce  from the  Unive rs ity of Wis cons in, Ma dis on. I ha ve  be e n e mploye d by the

Commission s ince  September of 2006.

1 9

20 Q- What is the subject matter of this testimony?

2 1

22

23

This  te s timony will pre se nt S ta ffs  a na lys is  a nd e va lua tion of UNS  Ele ctric, Inc.'s  ("UNS

Ele ctric") e xis ting low-income  a s s is ta nce  progra ms  a nd the  propose d cha nge s  to those

progra ms . This  te s timony will a ls o include  dis cus s ion a nd a na lys is  of the  Compa ny's

to24

25

p ro p o s a l to  a d d  a n  e me rg e n c y b ill a s s is ta n c e  c o mp o n e n t its  Lo w-in co me

Weathe riza tion ("LIW") program, a s  we ll a s  its  proposa l to crea te  a  Warm Spirits  program

26

A.

A.

A.

A.

for UNS  Ele ctric.
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1 LO W-INCO ME  AS S IS TANCE  P RO G RAMS

2

3

CARES and Medical CARES

Q, What low-income assistance programs does UNS currently provide for its

4 customers ?

5

6

UNS provide s  the  Cus tome r Ass is ta nce  Re s ide ntia l Ene rgy Support ("CARES") progra m

a nd Me dica l Cus tome r As s is ta nce  Re s ide ntia l Ene rgy S upport ("Me dica l CARES ")

progra m. (Thoma s  J . Fe rry, p. 9-10)7

8

9

10

Q~ Please describe the eligibility requirements for the current CARES program.

11

12

13

14

To be  e ligible  for the  UNS Electric CARES program a  household's  gross  income  mus t be

a t, or be low, 150 percent of the  Federa l Poverty Guide lines . The  FPG guide lines  es tablish

pove rty leve ls  for households  based on the  number of individua ls  in each household. For

2007, the  annua l FPG leve l for a  household with four pe rsons  is  $20,650, 150 pe rcent of

$20,650 is  $30,975 a nnua lly, or $2,581 pe r month. (Thoma s  J . Fe rry, p. 9, 2007 He a lth

and Human Services  Poverty Guide lines)15

16

17

18

19

20

Q- Pleas e  des cribe  the  applica tion proces s  for the  CARES program.

21

22

23

24

25

A.

A.

A. Low-income  cus tome rs  mus t submit a n a pplica tion to qua lify for the  CARES  progra m to

UNS  Ele ctric. Origina lly, the  De pa rtme nt of Economic S e curity proce s se d a pplica tions ,

a nd e nrollme nt took up to 45 da ys . Due  to progra m modifica tions  a uthorize d by the

Commiss ion in 2004, applica tions  a re  processed in-house  and low-income cus tomers  can

now be  e nrolle d in CARES  in le s s  tha n 20 da ys . In a ddition, cus tome rs  a re  no longe r

re quire d to re ce rtify the mse lve s  on a n a nnua l ba s is . Ins te a d, UNS  Ele ctric re ce rtifie d a

sa mple  group of pa rticipa nts  e ve ry two ye a rs  a nd whe n a  cus tome r cha nge s  re s ide nce .

(Thomas J . Fe rry, p. 9, Decis ion No. 67434)
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1 Q-

2

How ma ny UNS  Ele c tric  c us tome rs  pa rtic ipa te  in  the  CARES  progra m a nd  how ha s

partic ipa tion changed over time?

3

4

5

6

7

8

Ave ra ge  pa rticipa tion for the  s ix months  e nding De ce mbe r 2006 wa s  5,985, or 7.56

pe rce nt of Re s ide ntia l cus tome rs . Ave ra ge  pa rticipa tion  for the  s ix months  e nding

December 2004 was  5,157, or 7.18 pe rcent of Res identia l cus tomers . (UNS Electric, Inc.

CARES  Dis count P rogra m s e mi-a nnua l re ports .) Ove r two ye a rs  this  re pre s e nts  a n

increase  of 16 percent in the  number of participants , a lthough participa tion as  a  percentage

of Residentia l customers  has  remained re la tive ly s teady.

9

1 0 Q- Please describe the discounts currently offered under the CARES program.

1 1

1 2

1 3

1 4

The  CARES progra m provide s  de clining tie re d pe rce nta ge  discounts . The  discount is  30

pe rce nt for bills  with us a ge  from 0 to 300 kph, 20 pe rce nt for bills  with us a ge  of 301 to

600 kph a nd l() pe rce nt for bills  with usa ge  of 601-1,000 kph. CARES  cus tome rs  us ing

ove r 1,000 kph rece ive  a  fla t $8.00 discount. (Thomas  J . Fe rry, pp. 9-10, Schedule  H-4)

1 5

1 6

1 7

1 8

The  tota l leve l of usage  de te rmines  the  discount applied to a ll kph used. For example , to

rece ive  a  30 pe rcent discount a  CARES cus tomer must use  300 kph or le ss  in a  month. If

a  CARES customer uses  301 kph, the  amount of the  discount decreases  to 20 percent for

1 9 a ll 301 kph us e d.

20

2 1 Q- Plea s e  de s c ribe  the  e lig ib ility requirements  and  applic a tion  proce s s  fo r the  curren t

22 Me d ic a l CARES .

23

24

25

A.

A.

A. Cus tome rs  mus t s ubmit a n a pplica tion to UNS  Ele ctric, a long with ve rifica tion from a

phys icia n tha t the y a re  de pe nde nt on me dica l life -s upport e quipme nt. This  phys icia n-

ve rifica tion is  re quire d in  a ddition to  the  CARES  e ligibility s ta nda rd tha t hous e hold
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1

2

income  be  a t, or be low, 150 pe rcent of the  Fede ra l Pove rty Guide lines . (Thomas  J . Fe rry,

pp. 9-10, Schedule  H-4, Ta riff No.: C.A.R.E.S ..-- M, Effective  December 3, 2004)

3

4

5

6

7

8

The  type s  of me dica l s upport e quipme nt tha t qua lify a s  e s s e ntia l unde r the  Me dica l

CARES  progra m include  the  following: (i) Ve ntila tor, (ii) Oxyge n Conce ntra tor, (iii)

P e ritone a l Dia lys is  Cycle r,  (iv) He mo Dia lys is  Equ ipme nt, (v) Fe e d ing  P ump, (vi)

InfUs ion P ump, (vii) S uction Ma chine , (ix) S ma ll Volume  Ne bulize r, a nd (x) Oxime te r.

(Ta riff No.: C.A.R.E.S . -- M, Effe ctive  De ce mbe r 3, 2004)

9

1 0 Q. How ma ny UNS Ele c tric  c us tome rs  pa rtic ipa te  in  the  Me dic a l CARES progra m?

1 1

1 2

1 3

1 4

UNS Electric s ta te s  tha t, a s  of March 2007, the re  we re  178 Medica l CARES pa rticipants .

With  80 ,327  Re s ide n tia l cus tome rs  re po rte d  a s  o f Ma rch  2007 , Me d ica l CARES

customers  represent 0.22 pe rcent of Residentia l cus tomers . (Response  to STF 5.7, March

2007 UNS Electric Bank Ba lance  Report FA-3.)

1 5

1 6

1 7

1 8

1 9

2 0

S ta ff re c o mme n d s  th a t UNS  E le c tric  wo rk with  th e  Ariz o n a  He a lth  C a re  C o s t

Conta inme nt S ys te m ("AHCCCS ") to  e ns ure  tha t AHCCCS  pa rticipa nts  e lig ib le  for

Medica l CARES discounts  a re  made  aware  of the  UNS Electric program.

Q.

2 1

22

Do e s  th e  c u rre n t Me d ic a l CARES  p ro g ra m  o ffe r d is c o u n ts  d iffe re n t fro m  th o s e

o ffe re d  unde r the  s ta nda rd  CARES  p rog ra m?  If s o , p le a s e  de s c ribe  the  d is c oun ts

c urre n tly o ffe re d  unde r the  Me dic a l CARES  progra m.

23

24

25

26

A.

A. Yes , unde r the  current Medica l CARES program the  tie red pe rcentage  discounts  a re  tied

to usa ge  ra nge s  tha t a re  twice  those  offe re d unde r the  s ta nda rd CARES  progra m. The

Me dica l CARES  progra m provide s  monthly dis counts  of 30 pe rce nt for bills  with us a ge

from 0-600 kph (0-300 kph unde r s ta nda rd CARES ), 20 pe rce nt for bills  with us a ge
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1

2

3

4

from 601-1,200 kph (301-600 kph unde r s ta nda rd CARES ), 10 pe rce nt for bills  with

us a ge  from 1,201-2,000 kph (601-1,000 kph unde r s ta nda rd CARES ). The re  is  a  fla t

$8 .00  d is count for us a ge  ove r 2 ,000 kph. (Unde r s ta nda rd CARES  the  fla t $8.00

discount applie s  a fte r 1,000 kph.) (Thomas  J . Fe rry, p 9-10, w'vvw.uesaz.coin)

5

6

7

8

9

10

As  with the  s ta nda rd CARES  progra m, the  tota l le ve l of us a ge  by a  Me dica l CARES

cus tomers  de te rmines  the  discount applied to the  entire  bill. For example , while  a  Medica l

CARES  cus tome r us ing 1,200 kph would re ce ive  a  20 pe rce nt dis count for a ll 1,200

kph, a  Me dica l CARES  cus tome r us ing 1,201 kph would re ce ive  a  10 pe rce nt dis count

for a ll 1 ,201 kph.

11

12 Q. Does the discount proposed by UNS Electric provide different discounts to CARES

and Medical CARES customers?13

14

15

16

No. In his  te s timony, Mr. Fe rry indica te s  tha t UNS  Ele ctric propos e s  to e limina te  the

volume tric dis count for both CARES  a nd Me dica l CARES  a nd to a pply a  "unive rs a l"

discount of $8.00 (or le ss  than $8.00 for bills  under tha t amount).

17

18

19

2 0

Q- Should Medical CARES customers receive discounts different from those provided

to standard CARES customers?

21

22

Ye s . While  Me dica l CARES  a nd s ta nda rd CARES  cus tome rs  a re  both low-income ,

Me dica l CARES  a re  a lso: (i) de pe nde nt upon me dica l e quipme nt, a nd (ii) ha ve  a ve ra ge

us a ge  ra te s  highe r tha n thos e  for e ithe r s ta nda rd CARES  or non-CARES  Re s ide ntia l

customers.23

A.

A.



Dire ct Te s timony of Julie  McNe e 1y-Kirwa n
Docke t No. E-04204A-06-0783
Page 6

1 Q-

2

How many kph do CARES, Medical CARES and non-CARES Residential

customers use Oil average?

3 The averages from the test year are as follows :

4

• On a n a nnua l ba s is , the  a ve ra ge  CARES  cus tome r us e s  744 kph pe r month,
ra nging from a  low of 520 kph to a  high of 1,009 kph.

• On a n a nnua l ba s is , the  a ve ra ge  Me dica l CARES  cus tome r use s  1,113 kph pe r
month, ra nging from a  low of 780 kph to a  high of 2,498 kph pe r month.

5
6
7

8
9

10

11
12

• On an annua l bas is , the  ave rage  non-CARES Res identia l cus tomer uses  869 kph
pe r month, ranging from a  low of 592 kph to a  high of 1,281 pe r month.

13 (Response  to STF 5.6)

14

15 Q- Why is kph usage by CARES Medical customers higher than for other CARES or

non-CARES Residential customers?16

17

18

19

20

2 1

22

UNS Electric states that it has done no studies regarding the differing usage rates for

CARES, Medical CARES and non-CARES Residential customers. (Response to STF

12-4.) Decision No. 67434 states that the Medical CARES program provides bill

discounts for UNS Electric customers "at higher consumption levels when the customer

requires the use of medical equipment for sustaining life and a physician verifies the

situation."

23

24 Q. What percentage of CARES and Medical CARES bills qualify for percentage

discounts, based on usage under 1,000 kph for CARES customers, and 2,000 kph

for Medical CARES customers?

25

26

27

28

29

A.

A.

A. The  b ill fre que ncy p rovide d  by UNS  Ele c tric  doe s  no t b re a k ou t Me dica l CARES

cus tome rs  (unde r 200 pa rticipa nts ). For the  combine d CARES Me dica l CARES  cla s s ,

83.83 pe rce nt of cus tome r bills  we re  for 1,000 kph, or le s s . (S che dule  H-5, pp. l-2) The
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1

2

small number of Medica l CARES cus tomers  would be  e ligible  for pe rcentage  discounts  up

to 2,000 kph.

3

4 Q- Does UNS propose to change the CARES program discount?

5

6

7

8

9

10

Yes. Under the UNS Electric proposal, the declining tiered percentage discounts would be

eliminated. As stated elsewhere in this testimony, UNS proposes a flat monthly CARES

discount of $8.00 on all bills that total $8.00 or more. CARES customers with bills

totaling less than $8.00 would receive lower discounts, those discounts would equal the

amount of the bills. (UNS states that fewer than 2.51 percent of CARES bills total less

than $8.00.) (Bentley Erdwurm, p.24, UNS Response to STF 5.5, Schedule H-5, p. 2 of 7)

11

12 Q- Do the proposed CARES and Medical CARES discounts promote conservation as

well as the current discounts?13

1 4

15

16

17

18

19

20

No. A fla t dis count a pplie d to a ll bills , re ga rdle s s  of us a ge , doe s  not provide  the  s a me

ince ntive  to cons e rve  a s  the  curre nt de clining tie re d pe rce nta ge  dis count. The  curre nt

discount provides the  highest percentage  discount for the  lowest usage  ra tes , and provides

progre ss ive ly lower discounts  for progre ss ive ly highe r usage  ra te s . Unde r a  fla t discount,

cus tomers  would rece ive  the  same  discount, without rega rd to the ir ene rgy consumption.

(The  one  e xce ption to the  fla t ra te  is  tha t cus tome rs  with kph cha rge s  a mounting to le s s

than $8.00 would rece ive  discounts  equal to those  lower amounts .)

21

22 Q- What would be the impact on customer bills of the discount changes proposed by

23 UNS Electric?

24

25

26

A.

A.

The  be low ta ble s  provide  bill impa c ts , ba s e d on curre nt UNS  Ele c tric  ra te s , for CARES

a nd Me dica l CARES  cus tome rs  with  a ve ra ge  us a ge , the  ta ble s  cove r both  Moha ve  a nd

S a nta  Cruz County.



Averages Us a g e With Current
Discount

With UNS
Proposed
Discount

Increase/
Decrease

Percentage
Change

Lowe s t
Monthly

520 $43.95 $46.94 $2.99 6.80%

Highes t
Monthly

1,009 $92.49 892.49 $0.00 0.00%

Annua l 744 $68.20 $67.80 ($0.40) ($0.59%)

Averages Us age With Current
Discount

With UNS
Proposed
Discount

Increase/
Decrease

Percentage
Change

Lowe s t
Monthly

520 $45.78 $49.23 $3.45 8.00%

Highes t
Monthly

1,009 $96.93 $96.93 $0.00 0.00%

Annua l 744 $71.17 $71.08 ($0.09) ($0.13%)

Averages Us age With Current
Discount

With UNS
Proposed
Discount

Increase/
Decrease

Percentage
Change

Lowe s t
Monthly

738 $60.20 $60.74 $0.54 0.90%

Highes t
Mo n th ly

2,498 $231.19 $231.198 $0.00 0.00%

Annua l 1,113 $88.14 $95.68 $7.54 8.55%

Averages Us age With Current
Discount

With UNS
Proposed
Discount

Increase/
Decrease

Percentage
Change

Lowe s t
Monthly

738 $62.79 $70.49 $7.70 12.26%

Highes t
Monthly

2,498 $242. 18 $242.18 $0.00 0.00%

Annua l 1,113 $92.06 $107.07 $15.01 16.30%
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1

2 CARES  Bills  a t Average  Leve ls  of Us age  (Mohave  County)

3

4 CARES  Bills  a t Average  Levels  of Us age (S anta  Cruz County)

5

6 Medical CARES Bills at Average Levels of Usage (Mohave County)

7

8 Medica l CARES  Bills  a t Average  Levels  of Us age  (S anta  Cruz County)

9

1 0 A diffe rent ra te  s tructure  for Res identia l cus tomers  would shift the  impact of UNS Electric's

11 proposed discount changes . For example , unde r the  Res identia l ra te  changes  proposed by
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1

2

3

4

UNS  Ele ctric, the  la rge s t impa cts  would be  to Me dica l CARES  cus tome rs  with usa ge  from

400 kph to  1,000 kph. Unde r the  UNS  Ele ctric propos e d ra te s  the s e  incre a s e s  would

ra nge  from 12.13 pe rce nt to 27.94 pe rce nt for cus tome rs  in both Moha ve  a nd S a nta  Cruz

County. (Re sponse  to S TF l2-5)

5

6 Q. Why is the impact of UNS Electric's proposed changes different for Santa Cruz

County than for Mohave County customers?7

8

9

1 0

1 1

Under exis ting ra te s  the re  is  a  pe r-kWh ene rgy cha rge  of $0.0749 for a ll Mohave  County

Residentia l cus tomers  and a  pe r-kWh energy charge  of $0.0793 for a ll Santa  Cruz County

Re s ide ntia l cus tome rs . Unde r the  ra te  proposa l put forwa rd by UNS Ele ctric, Re s ide ntia l

cus tome rs  in  both  countie s  would be  cove re d by the  s a me  ra te s , which a ls o  a ffe ct

CARES/Medica l CARES cus tomers .1 2

1 3

1 4 Q. Does Staff recommend the proposed changes to the CARES and Medical CARES

discounts?1 5

1 6

1 7

1 8

No. The  proposed changes  to the  CARES and Medica l CARES discounts  would e limina te

the  incentive  to conse rve  provided by the  exis ting discount s tructure , and would gene ra lly

ha ve  a  la rge r ne ga tive  impa ct on  CARES  Me dica l cus tome rs  with  low-a ve ra ge , or

average, usage, and on CARES customers with low-average usage.1 9

2 0

2 1

22

A.

A.

S ta ff re comme nds  tha t the  curre nt dis count s tructure s  be  re ta ine d for the  CARES  a nd

CARES Medica l classes .
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1 Q-

2

Would an adjustment to test year data be required with respect to the CARES

discount proposed by UNS Electric?

3

4

5

6

7

Ye s . The  CARES  Expe ns e  note d on S che dule -2, -$52,937, P a ge  1 of 5, re fle cts  UNS

Ele ctric's  propos e d cha nge s  to the  CARES  a nd Me dica l CARES  progra ms (Da lla s  J .

Dukes , p. 7, Response  to STF 5.1) This  amount should be  removed and replaced with an

amount ca lcula ted us ing the  discounts  recommended by S ta ff, S ta ff will recommend tha t

fina l a mount to  be  us e d  for the  a d jus tme nt once S ta ff ma ke s  its  re comme nda tions

8 regarding Residentia l ra tes .

9

1 0

1 1

Sta ff recommends  tha t an adjus tment to te s t yea r da ta  be  made  in orde r to re flect S ta ff" s

recommendations regarding Residentia l ra tes .

1 2

1 3

1 4 Q-

Warm Spirits

P leas e  des cribe  the  Warm Spirits  program, as  propos ed by UNS Elec tric .

1 5

1 6

1 7

1 8

1 9

The  propose d UNS  Ele ctric Wa rn S pirits  progra m is  mode le d on the  e xis ting UNS  Ga s

Wa rn  S pirits  p rogra m. The  UNS  Ele ctric  p rogra m would  p rovide  e me rge ncy b ill

a s s is ta nce  to low-income  cus tome rs  in cris is . The  proce e ds  would be  dis tribute d by

community a ction a ge ncie s . Unde r the  UNS  Ele ctric propos a l, the  community a ction

agencies  would de termine  which customers would rece ive  assis tance  and how much.

20

2 1 Q- Does Staff have any recommendations concerning the proposed Warm Spirits

22 program?

23

24

25

Yes . S ta ff re commends  a  $400 limit pe r yea r, pe r household, for the  UNS Electric Warm

Spirits  emergency bill a ss is tance  program, to conform with the  UNS Gas  program and to

a llow more  house holds  in cris is  to be ne fit from this  funding. S ta ff a lso re comme nds  tha t

A.

A.

A.

1 Tes t yea r CARES dis count
$584,937) = ($52,937).

$532,009 - $584,937 (normalized CARES bills = 73,118 x $8.00 flat discount
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1

2

3

4

5

6

7

8

UNS  Ele ctric s e t the  following a dditiona l e ligibility re quire me nts , in conforma nce  with

the  UNS  Ga s  progra m: (i) a  hous e hold income  of 150 pe rce nt, or le s s , of the  Fe de ra l

P ove rty Guide line s , (ii) a  UNS  Ele ctric utility cus tome r, (iii) a  de linque nt or unpa id UNS

Ele ctric utility bill, a nd (iv) no Wa rm S pirits  e me rge ncy bill a s s is ta nce  re ce ive d in the

pre vious  12 months . (UNS Ga s , Ga ry A. Smith, p. la .) The  a bove  re quire me nts  would be

in a ddition to the  re quire me nts  for e s ta blishing tha t a  cus tome r is  in cris is , including loss

of reduction of income , unexpected expenses  and a  dange r to the  hea lth or sa fe ty of the

household (Thomas  J . Fe rry, P . la )

9

1 0

11

1 2

S ta ff re comme nds  tha t community a ction a ge ncie s  a dminis te ring the  e me rge ncy bill

a ss is tance  funding have  flexibility in de tennining how much to provide  to each household,

up to the  $400 limit.

1 3

1 4

1 5

1 6

S ta ff a lso re comme nds  tha t, if the  Wa rn Spirits  progra m is  a pprove d, UNS Ele ctric work

to crea te  awareness  of the  emergency bill a ss is tance  ava ilable  under the  program, so tha t

e ligible  cus tomers  will know of this  re source  be fore  they a re  facing disconnection for non

1 7 payment, as discussed in the  next section.

1 8

1 9 Q. What is  the  propos ed funding for the  Warm Spirits  program?

20

2 1

UNS  Ele ctric ha s  propose d tha t its  Wa rm S pirits  progra m be  funde d through dona tions

from ra tepayers , and matched, up to $25,000, by shareholder donations. (Thomas J . Ferry,

22 p. 11.)

23

24

25

A.

Staff recommends tha t the  $20,000 proposed for the  emergency bill assis tance  component

of the  Low-income  We a the riza tion progra m be  a dde d, ins te a d, to  the  Wa rn S pirits
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1

2

progra m. (Thoma s  J . Fe rry, p 19) S ta ff a ls o re comme nds  tha t the  $20,000 be  funde d

through base  ra tes , ra ther than through the  DSM adjustor, as  proposed by UNS Electric.

3

4 Q-

5

6

Please explain why Staff is proposing to move the emergency bill assistance funding

into the Warm Spirits program, and why Staff recommends that this funding not be

included in the DSM adjustor.

7

8

9

10

11

UNS  Ele ctric ha s  propos e d tha t the  Low-income  We a the riza tion ("LIW") progra m be

include d a s  pa rt of its  DS M portfolio. Eme rge ncy bill a s s is ta nce , a lthough a  be ne fit for

cus tome rs  in cris is  s itua tions , is  a  low-income  a s s is ta nce  progra m a nd s hould not be

include d in the  DS M portfolio. The re  a re  s e ve ra l ne ga tive  cons e que nce s  to including

emergency bill a ss is tance  within a  DSM portfolio:

(i) UNS has  proposed a  separa te  DSM charge . If emergency bill a ss is tance  is  funded
through a  separa te  DSM adjustor it may not be  clear to ra tepayers tha t they are  a lso
paying for a  non-DSM program through the  DSM cha rge ;

(ii) funding a  non-DSM program through a  DSM adjus tor reduces  cla rity rega rding the
tota l funding leve l for actua l DSM programs, and

12

13
14
15
16
17
18
19
2 0
21

(iii) inc lus ion  of non-DS M progra m compone nts  with in  the  DS M portfo lio  cou ld
reduce  cla rity rega rding the  objectives  of DSM.

22

23

24

DISCONNECTIONS

Q- How many non-CARES Residential customers were disconnected during the test

25

26

27

28

29

A.

A.

year?

UNS Electric reports 1,171 disconnections for nonpayment of non-CARES Residential

customers from July 2005 through June 2006. UNS Electr ic reported an average of

69,492 non-CARES Residential customers for this same period. (Responses to STF 5.6

and 5.11)
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1

2

3

4

S ta ff re comme nds  tha t non-CARES  Re s ide ntia l cus tome rs  e xpe rie ncing difficulty pa ying

u tility b ills  b e  in fo rm e d  o f th e  CARE S  p ro g ra m  a n d  o f th e  Me d ic a l CARE S  a n d  lo w-

income  we a the riza tion progra ms , if thos e  would be  a ppropria te . S ta ff a ls o re comme nds

tha t non-CARES  Re s ide ntia l cus tome rs  be  ma de  a wa re  of the  Wa rn S pirits  progra m, if

tha t progra m is  a pprove d by the  Commis s ion.5

6

7

8

Q- How many CARES customers were disconnected for non-payment during the test

9

10

11

ye a r?

UNS  Ele ctric  re ports  117 dis conne ctions  for nonpa yme nt of CARES  cus tome rs  from J uly

2005  th rough  J une  2006 . Ave ra g e  CARE S  p a rtic ip a tio n  fo r th a t p e rio d  wa s  5 ,7 9 2 .

(Res pons es  to STF 5.6 and 5.11 .)

12

13

14

15

S ta ff re comme nds  tha t CARES  cus tome rs  e xpe rie nc ing  d ifficu lty pa ying  u tility b ills  be

in fo rm e d  o f th e  Wa rn  S p irits  e m e rg e n c y b ill a s s is ta n c e  p ro g ra m , if th a t p ro g ra m  is

a pprove d, a nd of the  Me dica l CARES  a nd low-income  we a the riza tion progra ms , if thos e

a re  a ppropria te .16

17

18 Q- Have there been any recent disconnections for nonpayment of Medical CARES

participants?19

20

21

22

23

24

Du rin g  th e  p e rio d  fro m  J u ly 2 0 0 5  th ro u g h  J u n e  2 0 0 6 ,  UNS  E le c t r ic  re p o rts  s ix

dis conne c tions  of Me dica l CARES  cus tome rs  for nonpa yme nt. The  a ve ra ge  numbe r of

Me dica l CARES  pa rtic ipa nts  during  th is  pe riod  wa s  147 . The re  we re  a n  a dditiona l two

s uch dis conne ctions  in the  nine  months  e nding Ma rch 2007). (Re s pons e s  to S TE 5.6 a nd

5 .l l.)

25

A.

A.
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1 S ta ff is  ve ry conce rne d a bout the se  disconne ctions  of Me dica l CARES  pa rticipa nts  a nd

has  a sked UNS Electric for more  information about them.2

3

4 Q- Are there Arizona Administrative Code rules regulating disconnections of customers

5 with medical issues?

6 Ye s . R14-2-2ll.A.5 s ta te s  tha t re s ide ntia l s e rvice  s ha ll not be  te rmina te d "whe re  the

customer has  an inability to pay and:7

8

9

10

11

12

13

14

"a . The  cus tome r ca n e s ta blish through me dica l docume nta tion tha t ...te rmina tion would
be  especia lly dangerous to the  health of a  customer or a  pennanent resident residing on the
customer's  premises , or

"b. Life  s upporting e quipme nt us e d in the  home  tha t is  de pe nde nt on utility s e rvice  for
opera tion of such appara tus ."

1 5

1 6 Sta ff recommends  tha t UNS Electric provide  additiona l informa tion conce rning the  above

1 7

1 8

1 9

20

21

disconnections, and regarding any procedures the  Company has in place  to ensure  tha t the

provis ions  of R14-2-211.A.5 a re  complie d with. S ta ff a ls o re comme nds  tha t Me dica l

CARES  cus tome rs  ha ving difficulty pa ying the ir utility bills  be  ma de  a wa re  of the  low-

income  we a the riza tion progra m, a nd of the  Wa rn S pirits  progra m, if tha t progra m is

approved by the  Commission.

22

23 S UMMAR Y O F  S TAF F  R E C O MME NDATIO NS

24 Q- Please summarize Staff's recommendations.

Staffs  recommenda tions  a re  as  follows:

S ta ff re comme nds  tha t UNS  Ele c tric  work with  the  Arizona  He a lth  Ca re  Cos t
Conta inme nt S ys te m ("AHCCCS ") to e ns ure  tha t AHCCCS  pa rticipa nts  e ligible  for
Medica l CARES discounts  a re  made  aware  of the  UNS Electric program.

25
26
27
28
29
30
31
32

A.

A.

2.

1 .

Sta ff recommends  tha t the  current discount s tructures  be  re ta ined for the  CARES and
CARES Medica l classes .
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3. S ta ff re comme nds  tha t a n a djus tme nt to te s t ye a r da ta  be  ma de  in orde r to re fle ct
Staff" s  recommendations regarding Residentia l ra tes.

4. S ta ff re comme nds  a  $400 limit pe r ye a r, pe r hous e hold, for the  UNS  Ele ctric Wa di
Spirits  emergency bill a ss is tance  program, to conform with the  UNS Gas  program and
to a llow more  households  in cris is  to bene fit from this  funding.

5 . S ta ff a ls o  re comme nds  tha t UNS  Ele ctric  s e t the  fo llowing  a dd itiona l e lig ib ility
re quire me nts , in conforma nce  with the  UNS  Ga s  progra m: (i) a  house hold income  of
150 pe rce nt, or le s s , of the  Fe de ra l P ove rty Guide line s , (ii) a  UNS  Ele ctric utility
cus tome r, (iii) a  de linque nt or unpa id  UNS  Ele ctric  u tility b ill, a nd (iv) no  Wa rm
Spirits  emergency bill a ss is tance  rece ived in the  previous  12 months . (UNS Gas , Gary
A. Smith, p. 12)

6. S ta ff re comme nds  tha t community a ction a ge ncie s  a dminis te ring the  e me rge ncy bill
a s s is ta nce  find ing  ha ve  fle xib ility in  de te miin ing  how much  to  p rovide  to  e a ch
household, up to the  $400 limit.

7. S ta ff a ls o re comme nds  tha t, if the  Wa rn S pirits  progra m is  a pprove d, UNS  Ele ctric
work to crea te  awareness of the  emergency bill assis tance  available  under the  program,
s o  th a t e lig ib le  c u s to me rs  will kn o w o f th is  re s o u rc e  b e fo re  th e y b e  fa c in g
disconnection for non payment, as  discussed in the  next section.

8 . S ta ff re comme nds  tha t the  $20,000 propos e d for the  e me rge ncy bill a s s is ta nce
compone nt of the  Low-income  We a the riza tion progra m be  a dde d, ins te a d, to the
Wa rn S pirits  progra m. S ta ff a ls o re comme nds  tha t the  $20,000 be  funde d through
base  ra tes , ra ther than through the  DSM adjustor.

S ta ff re comme nds  tha t non-CARES  Re s ide ntia l cus tome rs  e xpe rie ncing difficulty
pa ying utility bills  be  informe d of the  CARES  progra m a nd of the  Me dica l CARES
a nd low-income  we a the riza tion progra ms , if thos e  would be  a ppropria te . S ta ff a ls o
re comme nds  tha t non-CARES  Re s ide ntia l cus tome rs  be  ma de  a wa re  of the  Wa di
Spirits  program, if tha t program is  approved by the  Commiss ion.

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
2 1
22
23
24
25
26
27
28
29
30
3 1
32
33
34
35
36
37
38
39
4 0
4 1
42
43
4 4
45

10. S ta ff re comme nds  tha t CARES  cus tome rs  e xpe rie ncing difficulty pa ying utility bills
be  informed of the  Warn Spirits  emergency bill a ss is tance  program, if tha t program is
a pprove d, a nd of the  Me dica l CARES  a nd low-income  we a the riza tion progra ms , if
those are  appropriate .

9.

11. S ta ff re comme nds  tha t UNS  Ele ctric provide  a dditiona l informa tion conce rning the
a bove  dis conne ctions , a nd re ga rding a ny proce dure s  the  Compa ny ha s  in pla ce  to
e nsure  tha t the  provis ions  of R14-2~211 a re  complie d with. S ta ff a lso re comme nds
tha t Me dica l CARES  cus tome rs  ha ving difficulty pa ying the ir utility bills  be  ma de
aware  of the  low-income  wea the riza tion program, and of the  Warn Spirits  program, if
tha t program is  approved by the  Commission.
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1 Q- Does this conclude your direct testimony?

2 A. Yes, it does .
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EXECUTIVE SUMMARY
UNS ELECTRIC, INC.

DOCKET no. E-04204A-06-0783

In re vie wing UNS ' propos e d Rule s  a nd Re gula tions , S ta ff re comme nds  tha t UNS  be
re quire d  to  re -tile  its  line  e xte ns ion  ta riff with in  30  da ys  tha t e limina te s  the  fre e  foota ge
a llowance  for new cons truction.

S ta ff a dditiona lly re comme nds  tha t the  Commis s ion ta ke  no a ction in this  proce e ding
with regard to hook-up fees , but defers  to the  generic proceeding.

La s tly, S ta ff re comme nds  tha t UNS  be  re quire d to file  a  bill e s tima tion ta riff conta ining
s pe cific me thodologie s  for ca lcula ting e s tima te s  for va rious  s itua tions  a s  de s cribe d in my
te s timony, a nd tha t this  ta riff be  file d with the  Commiss ion within 30 da ys  of a  fina l opinion a nd
orde r.
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1 1 . INTR O DUC TIO N AND S TATE ME NT O F  WITNE S S  Q UALIF IC ATIO N

2 Q- Please state your name, occupation, and business address.

3

4

5

My na me  is  Bing E. Young. I a m a  P ublic Utility Ana lys t IV e mploye d by the  Arizona

Corpora tion Commis s ion ("ACC" or "Commis s ion") in  the  Utilitie s  Divis ion ("S ta ff").

My business  address  is  1200 West Washington Stree t, Phoenix, Arizona  85007.

6

7 Q- Brie fly des c ribe  your re s pons ib ilitie s  a s  a  Public  Utility Ana lys t.

8

9

In my ca pa city a s  a  P ublic Utility Ana lys t, provide  a na lys is  a nd re comme nda tions  to the

Connnission on a  range  of issues re la ted to the  e lectric and te lecommunica tions industries .

1 0

1 1 Q- Pleas e  des cribe  your educational background and profes s ional experience.

1 2

1 3

1 4

1 5

I h a ve a  J uris  Doctora te  (La w) de gre e  from the  Unive rs ity of Ida ho a nd a  Ba che lor of

S cie nce  de gre e  in Ge ogra phy from Brigha m Young Unive rs ity. I wa s  a dmitte d to the

Ida ho S ta te  Ba r in 1986, the  Ne va da  S ta te  Ba r in 1987, a nd the  Uta h S ta te  Ba r in 2000.

My profess iona l work experience  is  summarized in my a ttached resume , Attachment I.

1 6

1 7 Q~ Are  you pres ently licens ed to  prac tice  law in Arizona?

1 8

1 9

No. I a m not lice ns e d to  pra ctice  la w in  Arizona . I a m, howe ve r, a  me mbe r in  good

standing of the  Sta te  Bar of Nevada and the  Utah Sta te  Bar, though inactive  in both sta tes.

20

2 1 Q. What is the purpose of your testimony?

22

23

A.

A.

A.

A.

A. My prima ry focus  in this  ca s e  is  to a ddre s s  ce rta in cha nge s  to rule s  a nd re gula tions

proposed by UNS, including line  extensions , hookup fees , and bill e s timation procedures .
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1 11.

2 Q-

RULE S , RE G ULATIO NS , AND LINE  E XTE NS IO N P O LICIE S

Ha s  UNS propos e d  a ny modific a tions  to  its  Rule s , Re gula tions , a nd  Line  Exte ns ion

Policies?3

4

5

6

7

8

Ye s . UNS  ha s  propos e d nume rous  modifica tions  to its  Rule s  a nd Re gula tions . UNS '

e xis ting rule s  a re  la rge ly thos e  tha t it inhe rite d whe n UniS ource  Ene rgy, the  pa re nt

compa ny of Tucs on Ele ctric P owe r Compa ny ("TEP "), purcha s e d Citize ns  Ele ctric 's

Arizona  a s se ts  a nd a s socia te d se rvice  te rritorie s . A la rge  numbe r of the se  cha nge s  a re

intended to make  the  UNS Rules  and Regula tions roughly ana logous to those  of TEP.

9

10 Q- Does  Staff s upport the  various  modifica tions ?

11

12

S ta ff s upports  or ha s  no obje ction to  ma ny of the  modifica tions . The  one s  S ta ff is

concerned with a re  noted be low.

13

14 Q- What modifications to the Rules and Regulations is Staff addressing?

A Sta ff is  pa rticula rly conce rne d with the  propose d cha nge s  UNS se e ks  to ma ke  to its  line

extens ion ta riff and bill e s tima tion procedures .

III. UNS' PROPOSED LINE EXTENSION TARIFF

What modifications does UNS seek to make to its line extension tariff?

15

16

17

18

19

2 0

21

Q,

22

23

24

A.

A.

A. UNS  s e e ks  to  modify its  e xis ting  policy to  a llow for one  s pa n  of ove rhe a d  s e rvice

conductor for each cus tomer. UNS would a lso increase  the  tota l free  ove rhead extens ion

dis tance  from 400 fee t to 500 fee t, including the  se rvice  drop, for a ll cus tomers . The  goa l

of cha nging this  ta riff to a llow a  500 fe e t fre e  a llowa nce  is  e vide ntly to ma ke  the  fre e

a llowance  the  same as  tha t which TEP presently offe rs  under its  line  extension ta riff
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1 Q- Ha s  UNS  Ele c tr ic  p e rfo rm e d  a n y a n a lys is  to  ju s tify in c re a s in g  th e  fre e  fo o ta g e

allowance from 400 fee t to 500 fee t?2

3

4

No. In re s ponding to S ta ff da ta  re que s ts , it a ppe a rs  UNS ' propos a l is  ba s e d s ole ly on

UNS Electric's  des ire  to have  cons is tent line  extens ion policie s  with TEP.

5

6 Additiona lly, in re sponse to a  S ta ff da ta  reques t a sking UNS to ca lcula te  or e s tima te  the

re ve nue  tha t would ha ve  be e n colle cte d ha d the re  be e n no fre e  line  e xte ns ion ta riff in7

8

9

place  and each cus tomer required to advance  or contribute  the  actua l cos ts  of extending

dis tribution fa cilitie s , UNS  s ta te s  tha t it doe s  not ke e p s ta tis tics  of such informa tion tha t

1 0 would a llow for a  re troactive  de te rmina tion of how much could have  been collected. UNS

1 1

1 2

1 3

indica te s  tha t during the  te s t ye a r, 4,980 work orde rs  we re  clos e d in both of its  s e rvice

te rritories , and each one  would have  to be  examined individua lly to de te rmine  the  revenue

tha t would ha ve  be e n colle cte d by the  Compa ny ha d the re  be e n no fre e  line  e xte ns ion

1 4 ta riff in pla ce .

1 5

1 6 Q. Has  UNS Elec tric  cons idered e limina ting the  free  footage  a llowance  a ltoge ther?

1 7

1 8

No. In re sponse  to a  S ta ff da ta  reques t, UNS indica te s  tha t it did not cons ide r e limina ting

the  free  footage  a llowance .

1 9

20 Q- Do e s  S ta ff s u p p o r t  UNS  Ele c tr ic ' s  p ro p o s e d  in c re a s e  in  fre e  d is tr ib u tio n  lin e

2 1 allowance as  proposed?

22 No .

23

24

25

26

A.

A.

A. UNS ' witne ss  Mr. Thoma s  J . Fe rry s ta te s  tha t phe nome na l growth is  occurring in

both of UNS ' s e rvice  te nitorie s . During the  te s t pe riod, he  s ta te s  tha t cus tome r growth

increased in the  Mohave  County se rvice  te rritory by 4.8 pe rcent and in Santa  Cruz County

se rvice  te rritory by 5.8 pe rcent. In the  pa s t ten yea rs , Mohave  County's  cus tomer growth

increased 58.5 percent, while  Santa  Cruz County's  customer growth was 71 .8 percent.
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1

2

3

By compa rison, UNS  witne s s  J a me s  S . P igna te lli s ta te s  tha t the  a nnua l growth ra te  for

TEP  is  a pproxima te ly 2.5 pe rce nt, while  the  na tiona l a ve ra ge  is  1.5 pe rce nt. By a n y

me a s ure , the  growth  ra te s  for both  Moha ve  a nd S a nta  Cruz s e rvice  te rritorie s  a re

4 s ignifica nt.

5

6

7

8

9

1 0

11

1 2

This  growth ra te  se e ms  unlike ly to s low a nytime  soon. Mr. Fe n'y indica te s  tha t growth is

expected to continue  a t be tween five  (5) to seven (7) pe rcent annua lly for the  foreseeable

future . As  soon a s  the  Hoove r Da m bypa ss  bridge  is  comple te , pa rts  of Moha ve  County

will be  close  enough to Las  Vegas , Nevada  (a lso one  of the  fa s te s t growing a rea s  of the

country) to be  be droom communitie s  for the  La s  Ve ga s  me tropolita n a re a . Mr. Fe rry

furthe r indica te s  tha t s e ve ra l re s ide ntia l de ve lope rs  ha ve  a nnounce d pla ns  to  build

communitie s  of tens  of thousands  of homes , primarily in northe rn Mohave  County.

1 3

1 4

1 5

1 6

Like wis e , in  S a nta  Cruz County, which  conta ins  the  borde r port c itie s  of Noga le s ,

Ariz o n a ,  a n d  No g a le s ,  Me xic o ,  c o n tin u e d  h ig h  g ro wth  is  e xp e c te d ,  with  n e w

deve lopments  in the  Tubae  and Rio Rico a reas  north of Noga les . "Fas t Lane" cornrnercia l

1 7 Me xica n borde r ha ve  incre a s e d

1 8

1 9

s h ipp ing  cros s ings  a t the de ma nd for a dditiona l

warehous ing facilitie s  in the  Noga le s  a rea , a s  Noga le s  has  evolved into one  of the  ma jor

ports  of e ntry be twe e n Me xico a nd the  Unite d S ta te s  in the  pos t North Ame rica n Fre e

20 Tra de  Agre e me nt ("NAFTA") world.

2 1

22

23

24

25

26

Mr. Fe rry s ta te s  tha t UNS Electric has  inves ted some  $74 million in capita l improvements

s ince  it took ove r the  Citizens ' sys tem in 2003. This  is  a  grea t dea l of capita l inves ted in a

thre e -ye a r pe riod for a  s ys te m with only 91,650 cus tome rs  be twe e n the  two s e rvice

te nitorie s . While  s ome  of this  ca pita l ha s  like ly be e n ne ce s s a ry to improve  or re pla ce

exis ting facilitie s , S ta ff be lieves  a  la rge  pa rt of this  inves tment has  been required in orde r
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1 to  pa y fo r the  s ign ifica n t g rowth  in  ne w ge ne ra tion , tra ns mis s ion  a nd  d is tribu tion

fa cilitie s .2

3

4

5

6

7

8

9

Under the se  circumstances , the re  will be  grea t financia l pre ssure  placed on UNS Electric

to  me e t its  incre a s ing de ma nd, which a ls o  will like ly tra ns la te  to  s ignifica nt upwa rd

pressure  on the  ra te s  it must cha rge . S ta ff be lieves  tha t UNS should use  the  means  it has

to offse t its  cos ts  a ttributable  to this  growth. S ta ff be lieves  tha t such a  policy to e limina te

the  fre e  foota ge  a llowa nce  would s ignifica ntly improve  UNS  Ele ctric's  a bility to re cove r

its  dis tribution cos ts  a ssocia ted with this  growth.

1 0

1 1

1 2

1 3

1 4

Ra the r tha n incre a s ing a  fre e  foota ge  a llowa nce  for ne w cus tome rs , S ta ff be lie ve s  tha t

e limina ting the  fre e  foota ge  a llowa nce  a ltoge the r by re quiring ne w cus tome rs  to a t le a s t

pa y the  cos ts  of the  d is tribution  line s  a nd fa cilitie s  the y impos e  on  the  s ys te m will

ameliora te , in part, the  upward pressure  on ra tes that such growth imposes on the  system.

1 5

1 6

1 7

1 8

1 9

20

2 1

22

Sta ff notes  tha t the  free  footage  a llowance  was  recently e limina ted by the  Commiss ion for

Arizona  Public Se rvice  Compa ny ("APS"), a n e le ctric utility fa cing s imila r growth ra te s  in

Arizona . S ta ff re comme nds  tha t UNS  Ele ctric be  re quire d to  s ubmit a  re vis e d line

e xte ns ion ta riff in S e ction 9 of its  Rule s  a nd Re gula tions , e limina ting a ll fre e  foota ge

a llowa nce s  a nd s e tting forth the  me thodology by which it will bill de ve lope rs  a nd ne w

cus tomers  for cons truction of new dis tribution facilitie s  which a re  required to se rve  the se

Th is  re vis io n  s h o u ld  b e  file d  with in  3 0  d a ys  o f th e  is s u a n ce  o f th ene w loa ds .

23 Commiss ion's  fina l opinion and orde r.

24

25 There  may be  individua l circumstances  in which e limina tion of a ll free  footage  a llowances

26 may impose  extraordina rily ha rsh consequences  on cus tomers . In such ca se s , UNS or a
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1

2

pote ntia l cus tome r could be  pe rmitte d to a pply to the  Commis s ion, on a  ca s e -by-ca s e

bas is , for a  wa ive r or pa rtia l wa ive r of this  new policy.

3

4 IV. HOOK-UP  FEES

5 Q- Pleas e explain why Staff is  addres s ing the is s ue of hook-up fees .

6

7

8

9

1 0

11

On Ma rch 28, 2006, Commis s ione r Munde ll is sue d a  le tte r in the  re ce nt AP S  ra te  ca se

docke t (Docke t No. E-01345A-05-0816) reques ting tha t the  pa rtie s  provide  an ana lys is  of

the  e fficacy of us ing hook-up fee s  to he lp fund APS ' capita l expenditure s  so tha t exis ting

cus tomers  a re  not continua lly subj e t to ra te  increases  to pay for growth. S ince  tha t time  a

ge ne ric docke t ha s  be e n ope ne d (Docke t No. E 00000K-07-0052) to cons ide r whe the r

hook-up fees  for new e lectric (and na tura l gas) customers  is  appropria te .

1 2

1 3 Q-

1 4

Has  UNS Elec tric  done  any ana lys is  to cons ider whether the  adoption of hook-up fees

or charging a  contribution in  a id  of cons truc tion is  appropria te?

1 5 No. UNS  indica te s  in re s pons e  to da ta  re que s ts  tha t it is  pa rticipa ting a ctive ly in the

1 6

1 7

Commis s ion's  ge ne ric docke t re ga rding hook-up fe e s , but until the n it is  "a biding" by

e xis ting Commis s ion re gula tions  to us e  e conomic via bility a s  the  ke y de te rmina nt to

1 8 e xte nd fa cilitie s . UNS  s ta te s  tha t the  a ctua l cos ts  of e xte nding s e rvice  line s  va rie s

1 9

20

considerably, but, on average , the  free  a llowance  of a  s ingle  span of se rvice  and one  span

of dis tribution line  for each new customer is  fa ir and easy for customers  to unders tand.

2 1

22 Q- Has  Sta ff res earched the  adoption of hook-up fees  for utilities  in  other juris dic tions ?

23

24

25

A.

A.

A. Yes. S ta ff surveyed Commissions  in other s ta tes  and found tha t where  they exis ted, hook-

up fe e s  we re  more  commonly a dopte d for wa te r a nd wa s te wa te r utilitie s . Howe ve r, a t

le a s t one  jurisdiction re sponding to S ta ffs  survey (Ma ine ) adopted a  policy whe re  a ll new
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1

2

cus tomers  pay 100 pe rcent of the  dis tribution and transmiss ion cos ts  of the  e lectric utility

to se rve  tha t specific customer.

3

4 Q- Do any of Arizona 's  e lec tric  utilitie s  currently have  hook-up fees  in  place?

5 Ye s . S ta ff is  a wa re  of two e le ctric utilitie s  in  Arizona  tha t utilize  hook-up fe e s . Dixie

6

7

8

9

Esca lante  Rura l Electric Associa tion which se rves  a  sma ll portion of the  northeas te rn pa rt

of Arizona  ha s  a  Commiss ion-a pprove d impa ct fe e  tha t impose s  a  $750 pe r re s ide ntia l

hook-up for ins ta lle d ca pa city of ove r 20 kW plus  a  $20 conne ct fe e  a nd $60 pe r kW

based on the  maximum ins ta lled capacity for Commercia l, Irriga tion, and Gene ra l Se rvice

1 0 plus a  $20 connect fee .

1 1

1 2

1 3

1 4

1 5

In  a d d itio n ,  We llto n -Mo h a wk Irrig a tio n  a n d  Dra in a g e  Dis tric t ("We llto n "),  wh ich

provide s  e le ctric s e rvice  to a  sma ll portion of the  southwe s te rn pa rt of Arizona , re ce ntly

adopted a  $750 hook-up fee  for new re s identia l facilitie s  plus  a  $29 connect fee . We llton

has  indica ted tha t hook-up fee s  for non-re s identia l facilitie s  a re  cons ide red on a  ca se -by-

1 6 case basis.

1 7

1 8 Q- Is  S ta ff recommending the  adoption of hook-up fees  for UNS a t this  time?

1 9

20

No. Though S ta ff ma y e ve ntua lly e xplore  the  que s tion of hook-up fe e s  with UNS, a t this

time  S ta ff recommends  tha t ques tions  re la ted to hook-up fee s  be  de fe rred to the  gene ric

2 1

A.

A.

docke t.
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1 v . BILL ESTIMATION

2 Q-

3

4

5

Section 11, proposed paragraph 2 (pg. 79) of UNS' proposed Rules and Regulations

contains certain provisions related to bill estimation. Does Staff believe that this

Section adequately describes the manner in which UNS will estimate a customer's

usage related to energy, demand, and time of use?

6

7

8

No. The  provis ions  in UNS ' Rule s  a nd Re gula tions  do not a ddre s s  s pe cific e s tima tion

methodologies . S ta ff be lie ve s  tha t it is  importa nt to  provide  s uch informa tion to  the

Commis s ion a nd UNS ' cus tome rs , a s  it will limit confus ion a bout the  ma nne r in which

9 UNS estimates  its  customer's  usage .

1 0

1 1 Q. What does  S ta ff recommend with  regard to  UNS' b ill e s tima tion procedures ?

1 2

13

Staff recommends tha t UNS be  required to submit through Docke t Control a  separa te  ta riff

de scribing its  e s tima tion me thodologie s  for Commiss ion a pprova l within thirty da ys  of a

1 4 de cis ion in  this  ma tte r. The  ta riff s hould a ddre s s  e ne rgy, de ma nd, a nd time -of-us e

1 5 e s tima tions  for s itua tions  including but not limite d to the  following:

a ) An e ne rgy e s tima te  with a t le a s t one  ye a r of his tory. Same  cus tomer a t same
premise  or new customer with a t leas t one  year of premise  his tory.

b) An e ne rgy e s tima te  with le ss  tha n twe lve  months  his tory. Sa me  cus tome r a t sa me
premise .

c) An e ne rgy e s tima te  with  le s s  tha n twe lve  months  his tory. Ne w cus tome r with
pre mise  his tory.

d) An e ne rgy e s tima te . No his tory.

e ) And ene rgy e s tima te  with a t le a s t one  yea r of his tory. Same  cus tomer a t the  same
premise  or new customer with one  year of premise  his tory.

1 6

1 7

1 8

1 9

2 0

2 1

2 2

2 3

2 4

2 5

2 6

2 7

2 8

2 9

3 0

3 1

3 2

3 3

A.

A.

D An e ne rgy e s tima te  with le s s  tha n twe lve  months  his tory. Sa me  cus tome r a t sa me
premise .
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g ) A de ma nd  e s tima te  with  le s s  tha n  twe lve  mon ths  h is to ry. Ne w c u s to m e r with
pre mis e  his tory.

h) A de ma nd e s tima te  with  no his tory.

i) A time -of-us e  ("TOU") e s tima te  with  a t le a s t one  ye a r of his tory. S a me  cus tome r
a t s a me  pre mis e  or ne w cus tome r with a t le a s t one  ye a r of pre mis e  his tory.

j) A TOU e s tima te  with  le s s  tha n  twe lve  months  h is to ry. S a me  cus tome r a t s a me
pre mis e .

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15

k) A TO U e s tim a te  with  le s s  th a n  twe lve  m o n th s  h is to ry.
pre mis e  his tory.

Ne w c u s to m e r with

1) A TOU e s tima te . No his tory. Ne w cus tome r a t ne w pre mis e .

16

17 VI. S UMMAR Y O F  R E C O MME NDAT IO NS

18 Q- Please provide a summary of your recommendations.

19 The y a re  a s  follows :

S ta ff re comme nds  tha t UNS  be  re quire d to re -tile  its  line  e xte ns ion ta riff within 30
da ys  tha t e limina te s  the  fre e  foota ge  a llowa nce  for ne w cons truction.

20

21
22
23
24
25
26
27
28
29
30

2 .  S ta ff a d d it io n a lly re c o m m e n d s  th a t  th e  C o m m is s io n  ta ke  n o  a c tio n  in  th is
proce e ding with re ga rd to hook-up fe e s , but de fe rs  to the  ge ne ric proce e ding.

S ta ff re comme nds  tha t UNS  be  re quire d to  file  a  b ill e s tima tion ta riff conta ining
s pe cific me thodologie s  for ca lcula ting e s tima te s  for va rious  s itua tions  a s  de s cribe d
in  my te s timony, a nd tha t th is  ta riff be  file d  with  the  Commis s ion with in  30 da ys
of a  fina l opinion a nd orde r.

3 1

32 Q- Does this conclude your direct testimony?

33

A.

A. Ye s , it doe s .

3.

1 .



ATTACHMENT 1

BING EDWARD YOUNG

EDUCATION

J .D. La w, Unive rs ity of Ida ho (1986)
B.S . (Ge ogra phy), Brigha m Young Unive rs ity (1983)
Post-Gradua te  Work, Unive rs ity of Nevada-Reno (1995)

ADDITIONAL TRAINING

Musica l P roduction S tudie s , Mus icia ns  Ins titute , Hollywood, Ca lifornia  (1999)
Na tiona l Ins titute  of Tria l Advoca cy, Two We e k Litiga tion Se mina r, Ne w Orle a ns  (2003)

P ROFES S IONAL AS S OCIATIONS

Me mbe r ofthe Nevada  and Utah Sta te  Bar Associa tions

EMPLOYMENT HISTORY

2006-2007

Arizona  Corpora tion  Commis s ion , P hoe nix, AZ, P ublic Utilitie s  Ana lys t W

2006
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priva te  pe rforming mus ician in New Orleans .
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2001
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company wholesa le  energy providers  and crea ting an RFP ("request for proposa ls") for contracts
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Intern, United Sta tes Senate  Energy and Natura l Resources Committee ,

James  McClure  (R-ID) Cha irman, Washington, D.C. (Summer 1984)


